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‘The Legislative Audit Committee 
of the Montana State Legislature: 


This is our Single Audit Report of the state of Montana for the two fiscal years ended June 30, 2017. 
The Single Audit was conducted in accordance with Government Auditing Standards and Single 
Audit Act Amendments of 1996 and the Uniform Administrative Requirements, Cost Principles, 
and Audit Requirements for Federal Awards (Uniform Guidance). This document contains the 
Independent Auditor’s Reports on the state of Montana’s basic financial statements for the fiscal years 
ended June 30, 2017 (page A-3), and June 30, 2016 (page B-5). The Independent Auditor’s Reports 
also address the reasonableness of the schedules of expenditures of federal awards in relation to the 
basic financial statements. 


The audit disclosed certain questioned costs and deficiencies in internal control and compliance, which 
are summarized in the Schedule of Findings and Questioned Costs (pages C-13 through C-95). The 
Independent Auditor’s Reports on pages A-1 and on B-1 summarize control deficiencies over financial 
reporting we consider to be significant deficiencies or material weaknesses. The Independent Auditor's 
Report on page C-1 categorizes the disclosed control deficiencies affecting compliance with federal 
regulations as significant deficiencies or material weaknesses. 


Management at administering agencies have responded to the audit findings, and the responses are 
included in each finding and the Corrective Action Plan compiled by the Governor's Office of Budget 
and Program Planning (beginning on page D-1). The status of findings previously reported in state of 
Montana Single Audit Reports, for which continued reporting is required under Uniform Guidance, 
is included in the Summary Schedule of Prior Audit Findings (beginning on page E-1), which was also 
prepared by the Governor's Office of Budget and Program Planning. 


Respectfully submitted, 
/s/ Angus Maciver 


Angus Maciver 
Legislative Auditor 


Room 160 ¢ State Capitol Building * PO Box 201705 * Helena, MT * 59620-1705 
Phone (406) 444-3122 * FAX (406) 444-9784 * E-Mail lad@mt.gov 
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MOoNntTANA LEGISLATIVE AUDIT DIVISION 


REPORT SUMMARY 


The state of Montana reported approximately $7.3 billion in federal funds for fiscal 


years 2016 and 2017. This is an increase over the prior biennium of approximately 
$1.9 billion, primarily due to increased Medicaid case load and costs, including 
Medicaid expansion under the Affordable Care Act. We identified over $5.7 million 
in costs inappropriately charged to the federal programs due to violations of 
federal regulations. Federal grantor agencies are responsible for resolution of 
these questioned costs, and have the authority to require funds be repaid. 


Context 


Montana's federal Single Audit is a biennial 
audit that completes the audit and reporting 
requirements of the Single Audit Act 
Amendments of 1996 and the Uniform 
Administrative Requirements, Cost Principles, 
and Audit Requirements for Federal Awards 
(Uniform Guidance). The report contents 
are compiled from the work we performed 
during our annual and biennial agency audits. 
Single Audits are intended to provide federal 
grantor agencies with consistent and uniform 
evaluations of grant recipient’s management of 


federal funds. 


The federal government provides extensive 
requirements for recipients of federal grants. Our 
audits of each state agency include determining 
compliance with these requirements when 
the federal grant is determined to be a major 
federal program under federal audit guidelines. 
The state of Montana spent approximately 
$3.9 billion and $3.4 billion in federal funds 
in fiscal years 2017 and 2016, respectively. 
Programs with expenditures totaling at least 
$20.2 million during the 2017 biennium and 
not determined to be low risk were identified 


as major federal programs. The federal audit 
guidelines establish criteria to consider when 
determining when a program is determined 
to be low risk. Among these requirements are 
whether the program was audited in one of 
the two most recent audits and whether any 
issues related to internal controls, compliance, 
or questioned costs were identified. After this 
determination is made, we are required to audit 
an additional 25 percent, or 3 programs in this 
case, to replace these low risk programs with 
identified risky programs below the monetary 
threshold of $20.2 million. 


The state of Montana had 22 major federal 
programs during the 2017 biennium, as listed 
on page C-14, which are administered by 
10 different state agencies. During fiscal years 
2017 and 2016 approximately 75 percent of the 
federal funds spent were related to Montana’s 
major federal programs. Of the 75 percent, 
the Medicaid Cluster and the Highway 
Planning and Construction Cluster makes 
up approximately 36 percent and 13 percent, 
respectively. 


(continued on back) 
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Results 


Federal audit regulations specifically require 
the Single Audit to report whether each 
major federal program complied with 
selected federal requirements. Out of the 
22 major federal programs tested, we 
identified 18 that did not comply with 
federal requirements in all material respects 
and we rendered a qualified opinion on 
15 programs that did not materially comply 
with federal requirements. We also identified 
over $5.7 million of questioned costs, which 
are costs that resulted from a violation or 
possible violation of a statute, regulation, or 


the terms and conditions of a federal award. 


including funds used to match federal funds; 
where the costs, at the time of the audit, are 
not supported by adequate documentation; or 
where the costs incurred appear unreasonable 
and do not reflect the actions a prudent 
person would take in the circumstances. 


Federal audit requirements also define 
varying degrees of deficiencies in internal 
controls. These include a control deficiency, 
a significant deficiency, and a material 
weakness, in order from least to most serious. 
The 33 recommendations contained in this 
report include 14 significant deficiencies and 
11 material weaknesses. 


Federal grantor agencies are the primary 
users of the Single Audit report, and the form 
of the audit report is designed to meet their 
oversight needs. Legislators and others may 
also find the report useful. In particular, the 
Schedules of Expenditures of Federal Awards 
for fiscal years 2017 and 2016, included 
in the report provide an overview of the 
state’s federal grant activity, by the Catalog 


of Federal Domestic Assistance number 
(CFDA#), and the Corrective Action Plan 
summarizes the efforts state agencies are 
taking to remediate identified noncompliance 
and internal control deficiencies. 


For a complete copy of the report (16-02) or for further information, contact the 
Legislative Audit Division at 406-444-3122; e-mail to lad@mt.govy; or check the web site at 


http://leg.mt.gov/audit 
Report Fraud, Waste, and Abuse to the Legislative Auditor's FRAUD HOTLINE 


Call toll-free 1-800-222-4446, or e-mail lad@mt.gov. 
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LEGISLATIVE AUDIT DIVISION : 
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Deputy Legislative Auditors 
Cindy Jorgenson 
Joe Murray 


Angus Maciver, Legislative Auditor 
Deborah F. Butler, Legal Counsel 


REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING 
AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT 
OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH 
GOVERNMENT AUDITING STANDARDS 


The Legislative Audit Committee 
of the Montana State Legislature: 


We have audited, in accordance with the auditing standards generally accepted in the United States 
of America and the standards applicable to the financial audits contained in Government Auditing 
Standards issued by the Comptroller General of the United States, the financial statements of the 
governmental activities, the business-type activities, the aggregate discretely presented component units, 
each major fund, and the aggregate remaining fund information of the state of Montana, as of and 
for the year ended June 30, 2017, and the related notes to the financial statements, which collectively 
comprise the state of Montana’s basic financial statements, and have issued our report thereon dated 
January 23, 2018. Our report includes a reference to other auditors who audited the financial statements 
of the Montana State University component units and the University of Montana component units, 
as described in our report on the state of Montana’s financial statements. The financial statements of 
the Montana State University component units and the University of Montana component units were 
not audited in accordance with Government Auditing Standards, and accordingly, this report does not 
include reporting on internal control over financial reporting or instances of reportable noncompliance 
associated with these component units. 


Internal Control Over Financial Reporting 

In planning and performing our audit of the financial statements, we considered the state of Montana’s 
internal control over financial reporting to determine the audit procedures that are appropriate in the 
circumstances for the purpose of expressing our opinions on the financial statements, but not for 
the purpose of expressing an opinion on the effectiveness of the state of Montana’s internal control. 
Accordingly, we do not express an opinion on the effectiveness of the state of Montana’s internal 
control. 


Our consideration of internal control was for the limited purpose described in the preceding paragraph 
and was not designed to identify all deficiencies in internal control that might be material weaknesses 
or significant deficiencies and therefore, material weaknesses or significant deficiencies may exist that 
were not identified. However, as described below, we identified certain deficiencies in internal control 
that we consider to be material weaknesses and significant deficiencies. 
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A deficiency in internal control exists when the design or operation ofa control does not allow management 
or employees, in the normal course of performing their assigned functions, to prevent, or detect and 
correct, misstatements on a timely basis. A material weakness is a deficiency, or a combination of 
deficiencies, in internal control such that there is a reasonable possibility that a material misstatement 
of the entity’s financial statements will not be prevented, or detected and corrected on a timely basis. 
We consider the deficiency described below for the financial reporting of the Board of Investment’s 
Enterprise Fund Economic Development Bond activity to be a material weakness. 


The Board of Investment’s internal controls over financial reporting were not sufficient to ensure 
complete and accurate financial reporting, in accordance with generally accepted accounting principles. 
This control deficiency is associated with the Economic Development Bonds major fund, the portion 
of the Business-Type Activities attributed to this activity, and related note disclosures. 


A significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is less 
severe than a material weakness, yet important enough to merit the attention by those charged with 
governance. We consider the deficiency described below to be a significant deficiency. 


The Board of Investment’s internal controls over financial reporting were not sufficient to ensure 
complete and accurate financial reporting, in accordance with generally accepted accounting principles. 
This control deficiency is associated with the portion of the Remaining Fund Information attributed to 
Investment Trust Fund Activity. 


Compliance and Other Matters 

As part of obtaining reasonable assurance about whether the state of Montana’s financial statements 
are free from material misstatement, we performed tests of its compliance with certain provisions of 
laws, regulations, contracts, and grant agreements, noncompliance with which could have a direct and 
material effect on the determination of financial statement amounts. However, providing an opinion 
on compliance with those provisions was not an objective of our audit, and accordingly, we do not 
express such an opinion. The results of our tests disclosed instances of noncompliance or other matters 
that are required to be reported under Government Auditing Standards. The identified instances of 
noncompliance are described below: 


The Montana Public Employees’ Retirement Board administers eight defined benefit retirement plans 
and an Other Post Employment Benefit (OPEB). The Montana Constitution and state law require all 
retirement systems to be actuarially sound. The Game Wardens’ and Peace Officers’ retirement system 
and Highway Patrol Officers’ retirement system were not actuarially sound at June 30, 2017 because 
they amortize in 70 years and 37 years, respectively. The maximum allowable amortization period is 
30 years, as defined by state law. 


State of Montana’s Response to Findings 

The state of Montana’s response to the findings identified in this report are described in the separately 
issued Public Employees’ Retirement Administration audit report (16-08B), Board of Investments 
audit report (16-04B) and on page B-1 of this report. The state of Montana’s response was not subjected 
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to the auditing procedures applied in the audit of the financial statements and, accordingly, we express 
no opinion on it. 


Purpose of this Report 

The purpose of this report is solely to describe the scope of our testing of internal control and compliance 
and the results of that testing, and not to provide an opinion on the effectiveness of the state of 
Montana’s internal control or on compliance. This report is an integral part of an audit performed in 
accordance with Government Auditing Standards in considering the state of Montana’s internal control 
and compliance. Accordingly, this communication is not suitable for any other purpose. 


Respectfully submitted, 

/s/ Cindy Jorgenson 

Cindy Jorgenson, CPA 
Deputy Legislative Auditor 
Helena, MT 


January 23, 2018 
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LEGISLATIVE AUDIT DIVISION aes 


Angus Maciver, Legislative Auditor 
Deborah F. Butler, Legal Counsel 


Deputy Legislative Auditors 
Cindy Jorgenson 
Joe Murray 


INDEPENDENT AUDITORS REPORT 


The Legislative Audit Committee 
of the Montana State Legislature: 


Introduction 
We have audited the accompanying financial statements of the governmental activities, the business-type 
activities, the aggregate discretely presented component units, each major fund, and the aggregate 
remaining fund information of the state of Montana, as of and for the year ended June 30, 2017, 
and the related notes which collectively comprise the state of Montana’s basic financial statements, as 
follows: 

¢ — Statement of Net Position 

¢ — Statement of Activities 

¢ — Balance Sheet-Governmental Funds 

¢ — Reconciliation of the Balance Sheet-Governmental Funds to the Statement of Net Position 


¢ Statement of Revenues, Expenditures, and Changes in Fund Balances—Governmental Funds 


¢ — Reconciliation of the Statement of Revenues, Expenditures, and Changes in Fund Balances- 
Governmental Funds to the Statement of Activities 


¢ — Statement of Fund Net Position—Proprietary Funds 

¢ — Statement of Revenues, Expenses, and Changes in Fund Net Position—Proprietary Funds 
¢ — Statement of Cash Flows—Proprietary Funds 

¢ — Statement of Fiduciary Net Position—Fiduciary Funds 


¢ — Statement of Changes in Fiduciary Net Position—Fiduciary Funds 


Management’s Responsibility for the Financial Statements 

Management is responsible for the preparation and fair presentation of these financial statements 
in accordance with accounting principles generally accepted in the United States of America; this 
responsibility includes designing, implementing, and maintaining internal controls relevant to the 
preparation and fair presentation of financial statements that are free from material misstatement, 
whether due to fraud or error. 


Auditor's Responsibility 

Our responsibility is to express opinions on these financial statements based on our audit. We did 
not audit the financial statements of the Montana State University (MSU) component units and the 
University of Montana (UM) component units, which represents 17.05 percent, 32.80 percent, and 
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15.91 percent, respectively of the assets, net position, and revenues of the aggregate discretely presented 
component units. Those financial statements were audited by other auditors whose reports have been 
furnished to us, and our opinions, insofar as they relate to the amounts included for the university 
component units, are based solely on the reports of other auditors. 


We conducted our audit in accordance with auditing standards generally accepted in the United 
States of America and the standards applicable to financial audits contained in Government Auditing 
Standards, issued by the Comptroller General of the United States. Those standards require that we 
plan and perform the audit to obtain reasonable assurance about whether the financial statements are 
free from material misstatement. The financial statements of the MSU and UM component units were 
not audited in accordance with Government Auditing Standards. 


An audit involves performing procedures to obtain audit evidence about the amounts and disclosures 
in the financial statements. The procedures selected depend on the auditor’s judgment, including the 
assessment of the risks of material misstatement of the financial statements, whether due to fraud 
or error. In making those risk assessments, the auditor considers internal controls relevant to the 
state of Montana’s preparation and fair presentation of the financial statements in order to design 
audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an 
opinion on the effectiveness of the state of Montana’s internal control, and accordingly, we express no 
such opinion. An audit also includes evaluating the appropriateness of accounting policies used and 
the reasonableness of significant accounting estimates made by management, as well as the overall 
presentation of the financial statements. 


We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for 
our audit opinions. 


Summary of Opinions 
Opinion Unit Type of Opinion 
Governmental Activities Unmodified 
Business-Type Activities Unmodified 
General Fund Unmodified 
State Special Revenue Fund Unmodified 
Federal Special Revenue Fund Unmodified 
Land Grant Unmodified 
Coal Severance Tax Unmodified 
Unemployment Insurance Unmodified 
Economic Development Bonds Unmodified 
Aggregate Discretely Presented Component Units Unmodified 
Aggregate Remaining Fund Information Unmodified 


Unmodified Opinions 

In our opinion, the financial statements referred to above present fairly, in all material respects, the 
financial position of the Governmental Activities and Business-Iype Activities, General Fund, State 
Special Revenue Fund, Federal Special Revenue Fund, Land Grant, Coal Severance Tax, Unemployment 
Insurance and Economic Development Bonds major funds, and the Aggregate Discretely Presented 
Component Units and Aggregate Remaining Fund Information of the state of Montana, as of June 
30, 2017, and the respective changes in financial position and, where applicable, cash flows thereof for 
the fiscal year then ended in conformity with accounting principles generally accepted in the United 
States of America. 


Emphasis of Matters 

As discussed in Note 19 to the financial statements, at June 30, 2017, the Game Wardens’ and Peace 
Officers’ retirement system and Highway Patrol Officers’ retirement system were not actuarially sound 
at June 30, 2017, as required by the Montana Constitution because they amortize in 70 years and 
37 years, respectively. The maximum allowable amortization period is 30 years, as defined by state law. 
Our opinions are not modified with respect to this matter. 


As discussed in Note 3 to the financial statements, in fiscal year 2017, the Board of Investments 
transitioned its internal pool structure for pension investments from five individual investment pools 
to a single investment pool. Our opinions are not modified with respect to this matter. 


As discussed in Note 18A footnote 1, Montana State Fund (MSF) was issued a Certificate of Authority, 
became an authorized insurer regulated by the Montana Commission of Securities and Insurance, and 
is now subject to the provisions of Title 33, Montana Insurance Code. Effective January 1, 2016, MSF 
operates on a calendar year basis. The basic financial statements for the fiscal year ended June 30, 2016, 
included MSF financial information for a 6-month reporting period. This report, for the year ended 
June 30, 2017, includes a 12-month financial reporting period for MSF. Our opinion for the Aggregate 
Discretely Presented Component Units is not modified with respect to this matter. 


Other Matters 

Required Supplementary Information 

Accounting principles generally accepted in the United States of America require that the Management's 
Discussion and Analysis, the Budgetary Comparison Schedule, the Pension Plan Information, the 
Other Post Employment Benefit Plan Information, and the Risk Management Trend Information, 
and the related notes, be presented to supplement the basic financial statements. Such information, 
although not a part of the basic financial statements, is required by the Governmental Accounting 
Standards Board who considers it to be an essential part of financial reporting for placing the 
basic financial statements in an appropriate operational, economic, or historical context. We have 
applied certain limited procedures to the required supplementary information in accordance with 
auditing standards generally accepted in the United States of America, which consisted of inquiries 
of management about the methods of preparing the information and comparing the information for 
consistency with management’s responses to our inquiries, the basic financial statements, and other 
knowledge we obtained during our audit of the basic financial statements. We do not express an 
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opinion or provide any assurance on the information because the limited procedures do not provide us 
with sufficient evidence to express an opinion or provide any assurance. 


Supplementary Information 

Our audit was conducted for the purpose of forming an opinion on the financial statements that 
collectively comprise the state of Montana’s basic financial statements as a whole. The Schedule of 
Expenditures of Federal Awards, as required by Title 2 U.S. Code of Federal Regulations Part 200, 
Uniform Administrative Requirements, Cost Principles, and Audit Requirements for Federal awards, is 
presented for purposes of additional analysis and is not a required part of the basic financial statements. 
Such information is the responsibility of management and was derived from and relates directly to the 
underlying accounting and other records used to prepare the financial statements. The information 
has been subjected to the auditing procedures applied in the audit of the financial statements and 
certain additional procedures, including comparing and reconciling such information directly to the 
underlying accounting and other records used to prepare the financial statements or to the financial 
statements themselves, and other additional procedures in accordance with auditing standards 
generally accepted in the United States of America. In our opinion, the Schedule of Expenditures of 
Federal Awards is fairly stated in all material respects in relation to the basic financial statements taken 
as a whole. 


Other Reporting Required by Government Auditing Standards 

In accordance with Government Auditing Standards, we have also issued our report dated January 23, 
2018, on our consideration of the state of Montana’s internal control over financial reporting and on 
our tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements 
and other matters. The purpose of that report is to describe the scope of our testing of internal control 
over financial reporting and compliance and the results of that testing, and not to provide an opinion 
on internal control over financial reporting or on compliance. That report is an integral part of an audit 
performed in accordance with Government Auditing Standards in considering the state of Montana’s 
internal control over financial reporting and compliance. 


Respectfully submitted, 
/s/ Cindy Jorgenson 
Cindy Jorgenson, CPA 


Deputy Legislative Auditor 
Helena, MT 


January 23, 2018 


The State of Montana’s Basic Financial Statements, 
Required Supplementary Information, and 
Schedule of Expenditures of Federal Awards 


MANAGEMENT?’S DISCUSSION AND ANALYSIS 


INTRODUCTION 


Management of the State of Montana (State) provides this Management’s Discussion and Analysis of the State of 
Montana’s basic financial statements included in the Comprehensive Annual Financial Report (CAFR). This 
narrative overview and analysis of the financial activities of the State of Montana is for the fiscal year ended June 
30, 2017. We encourage readers to consider this information in conjunction with the additional information that is 
furnished in the State’s financial statements, which follow. 


FINANCIAL HIGHLIGHTS 


Government-wide 

The assets and deferred outflows of resources of the State exceeded its liabilities and deferred inflows of resources 
at the end of fiscal year 2017 by $8.2 billion compared with $8.1 billion at the end of fiscal year 2016, representing a 
1.8% increase in net position. Component units reported net position of $1.9 billion at the end of fiscal year 2017 
compared to $1.8 billion at the end of fiscal year 2016, representing a 7.2% increase in net position. More detail is 
provided in the financial statement overview below. 


Fund Level 

As of the close of fiscal year 2017, the State’s governmental funds reported combined ending fund balances of $3.9 
billion compared with $4.1 billion at fiscal year 2016. Of the 2017 balance, $1.6 billion is not in spendable form, 
primarily as permanent fund principle. Thus, $2.3 billion is available for spending. The fund balance in spendable 
form is segregated by constraint as follows: $1.0 billion restricted, $1.2 billion committed, $13.5 million assigned 
and $47.9 million unassigned. This represents a $179.5 million (4.4%) decrease in total fund balance. These changes 
are discussed in more detail in the financial analysis of the State’s major funds presented below. 


The State’s business-type activity funds reported net position at the close of fiscal year 2017 in the amount of $395.0 
million compared with fiscal year 2016 net position of $372.0 million. Of the 2017 business-type activity net 
position, $19.0 million was reported as net investment in capital assets. Net position of $376.0 million was in 
spendable form with $8.3 million unrestricted and $367.7 million restricted to expenditure for a specific purpose. 
This represents a $19.8 million (5.6%) increase in spendable net position from the fiscal year 2016 balance of 
$356.2 million. These changes are discussed in more detail in the financial analysis of the State’s major funds 
presented below. 


Long-term Debt 
The State’s total governmental activity bonds and notes payable for governmental activities decreased by $37.2 
million, from $230.6 million in fiscal year 2016 to $193.4 million, a 16.2% decrease in fiscal year 2017. 


Further detail relating to the State’s long-term debt is provided in notes to the financial statement’s Note 11. 


OVERVIEW OF THE FINANCIAL STATEMENTS 


This discussion and analysis is intended to serve as an introduction to the State of Montana’s basic financial 
statements. The State’s basic financial statements include three components: (1) government-wide financial 
statements, (2) fund financial statements, and (3) notes to the financial statements. The report also contains 
additional required supplementary information, which includes budgetary schedules, pension and other post 
employment benefits plan information, and risk management trends. These components are described below: 


Basic Financial Statements 
The basic financial statements include two types of financial statements that present different views of the State — 
the government-wide financial statements and the fund financial statements. These financial statements also include 


A-10 


the notes to the financial statements, which provide further detail and information related to the balances of the 
financial statements. 


Government-wide Financial Statements 

The government-wide financial statements provide a broad view of the State’s operations in a manner similar to a 
private-sector business. The statements provide both short-term and long-term information about the State’s 
financial position, which assists in assessing the State’s economic condition at the end of the fiscal year. These are 
prepared using the flow of economic resources measurement focus and the accrual basis of accounting. In other 
words, they follow methods that are similar to those used by most businesses, including all revenues and expenses 
connected with the fiscal year, even if cash involved has not been received or paid. The government-wide financial 
statements include two statements: The Statement of Net Position and the Statement of Activities, as defined below. 


The Statement of Net Position presents all of the government’s assets, deferred outflows of resources, liabilities, 
deferred inflows of resources and net position. Over time, increases or decreases in the State’s net position may 
serve as a useful indicator of whether the financial position of the State is improving or deteriorating. 


The Statement of Activities presents information related to the government’s net position changes during the most 
recent fiscal year. All changes in net position are reported as soon as the underlying event giving rise to the change 
occurs, regardless of the timing of related cash flows. Thus, revenues and expenses are reported in this statement for 
some items that will not result in cash flows until future fiscal periods. This statement also presents a comparison 
between direct expenses and program revenues for each function of the State. 


Both of the above financial statements have separate sections for three different types of state activities. These three 
types of activities are as follows: 


Governmental Activities — Activities mostly supported by taxes and intergovernmental revenues, including federal 
grants. Most services normally associated with state government fall into this category, including education (support 
for both K-12 public schools and higher education), general government, health and human services, natural 
resources, public safety, and transportation. 


Business-type Activities — Functions normally intended to recover all or a significant portion of their costs through 
user fees and charges to external users of goods and services. The major business-type activities of the State include 
the Unemployment Insurance Fund and the Economic Development Bonds Program, which assists Montana’s small 
businesses and local governments in obtaining long-term, fixed-rate financing through private Montana lending 
institutions. 


Discretely Presented Component Units — Operations for which the State has financial accountability, but have 
certain independent qualities as well. In order to be considered component units, these entities must be legally 
separate to the extent that they may sue, or be sued, in their own right. For the most part, these entities operate 
similarly to private sector businesses and the business-type activities described above. The State’s component units 
consist of one financing authority, one housing board, one nonprofit independent public corporation and two 
universities. 


Fund Financial Statements - Reporting the State’s Major Funds 
A fund is a grouping of related accounts that is used to maintain control over resources that have been segregated for 
specific activities or objectives. The State, like other state and local governments, uses fund accounting to ensure 
and demonstrate compliance with finance-related legal requirements. 


The fund financial statements focus on individual parts of the state government, reporting the State’s operations in 
more detail than the government-wide statements. All of the funds can be divided into three categories. It is 
important to note that these fund categories use different accounting approaches and should be interpreted 
individually. The three categories of funds are as follows: 


Governmental Funds — Most of the basic services provided by the State are financed through governmental funds. 
Governmental funds are used to account for essentially the same functions reported as governmental activities in the 
government-wide financial statements. However, unlike the government-wide financial statements, the 


governmental fund financial statements focus on near-term inflows and outflows of spendable resources. They also 
focus on the balances of spendable resources available at the end of the fiscal year. Such information may be useful 
in evaluating the government’s near-term financing requirements. This approach is known as using the flow of 
current financial resources measurement focus and the modified accrual basis of accounting. These statements 
provide a detailed short-term view of the State’s finances that assists in determining whether there will be adequate 
financial resources available to meet the current needs of the State. 


The State has five governmental funds that are considered major funds for presentation purposes. Each major fund is 
presented in a separate column in the governmental fund balance sheet and in the governmental fund statement of 
revenues, expenditures, and changes in fund balances. The State’s five major governmental funds are the General 
Fund, the State Special Revenue Fund, the Federal Special Revenue Fund, the Coal Severance Tax Fund, and the 
Land Grant Fund. 


Proprietary Funds — When the State charges customers for the service it provides, whether to outside customers or 
to other agencies within the State, these services are generally reported in proprietary funds. Like the government- 
wide statements, proprietary fund statements utilize full accrual accounting, the same method used by private sector 
businesses. Enterprise funds report activities that provide supplies and services to the general public. Whereas, 
internal service funds report activities that provide supplies and services to the State’s other programs and activities. 


Fiduciary Funds — Resources held for the benefit of parties outside state government are accounted for in fiduciary 
funds. Fiduciary funds are not reflected in the government-wide financial statements because the resources of these 
funds are not available to support the State’s own programs. Fiduciary fund statements use the full accrual basis of 
accounting. 


Notes to the Financial Statements 

The notes to the financial statements provide additional information that is essential for a full understanding of the 
government-wide and the fund financial statements. The notes to the financial statements can be found immediately 
following the fiduciary fund financial statements. 


Required Supplementary Information 

The basic financial statements are followed by a section of required supplementary information. This section 
contains a budgetary comparison schedule, which includes the reconciliation between the statutory fund balance for 
budgetary purposes and the fund balance for the General Fund and major special revenue funds, as presented in the 
governmental fund financial statements. Required supplementary information also includes pension and other post 
employment benefits plan information, as well as additional risk management trend data. 


GOVERNMENT-WIDE FINANCIAL ANALYSIS 


Montana’s overall financial position increased from the last fiscal year as reflected in the $149.2 million increase 
(1.8%) in net position. This improvement resulted from a continued economic recovery within the State. 


Net Position 

As noted earlier, net position may serve over time as a useful indicator of a government’s financial position. The 
State’s combined net position (government and business-type activities) totaled $8.2 billion at the end of fiscal year 
2017. Net position of the both governmental and business-type activities increased by $126.1 million (1.6%) and 
$23.0 million (6.2%), respectively. These changes are explained in detail in the major fund analysis below. 


A portion of the State’s net position reflects its investment in capital assets such as land, buildings, equipment and 
infrastructure (roads, bridges, and other immovable assets) less any related debt used to acquire those assets that is 
still outstanding. The State uses these capital assets to provide services to citizens; consequently, these assets are not 
available for future spending. Although the State’s investment in its capital assets is reported net of related debt, it 
should be noted that the resources needed to repay this debt must be provided from other sources, since the capital 
assets themselves cannot be used to liquidate these liabilities. 
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An additional portion of the State’s net position represents resources that are subject to external restrictions on how 
they may be used. The remaining balance of unrestricted net position may be used to meet the State’s ongoing 
obligations to citizens and creditors. Internally imposed designations of resources are not presented as restricted net 


position. 


At the end of the current fiscal year, the State reported positive balances in net investment in capital assets and 
restricted net position categories, along with a negative balance in the unrestricted category of net position, for both 
the governmental activities and the primary government as a whole. The negative unrestricted net position is 
primarily due to net pension liability. GASB Statements No. 68 and 71 were implemented in fiscal year 2015 and 
are contributing factors to the negative net position. The State also reported positive balances for all categories of net 
position for the business-type activities. 


Current and other assets 
Capital assets 
Total assets 


Deferred outflows of resources 


Long-term liabilities 
Due in more than one year 


Other liabilities 


Total liabilities 


Deferred inflows of resources 


Net investment in capital assets 
Restricted 
Unrestricted 


Total net position 


Net Position 
June 30, 


(expressed in thousands) 


Governmental Business-type Total Primary 
Activities Activities Government 
2016 2017 2016 2017 2016 2017 

$5,172,386 $5,143,823 $525,340 $549,267 $5,697,726 $5,693,090 
5,753,621 5,991,964 16,363 19,400 5,769,984 6,011,364 
10,926,007 11,135,787 541,703 568,667 11,467,710 11,704,454 
201,784 342,370 1,481 3,120 203,265 345,490 
2,318,021 2,513,940 24,508 27,252 2,342,529 2,541,192 
937,756 1,055,609 145,603 149,298 1,083,359 1,204,907 
3,255,777 3,569,549 170,111 176,550 3,425,888 3,746,099 
144,983 55,436 1,100 229 146,083 55,665 
5,616,889 5,873,003 15,760 18,986 5,632,649 5,891,989 
2,890,669 2,951,964 347,818 367,734 3,238,487 3,319,698 
(780,527) (971,795) 8,395 8,288 (772,132) (963,507) 
$7,727,031 $7,853,172 $371,973 $395,008 $8,099,004 $8,248,180 
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The following condensed financial information was derived from the government-wide Statement of 
Activities, and reflects how the State’s net position changed during the fiscal year: 


Changes in Net Position 
For Fiscal Year Ended June 30, 
(expressed in thousands) 


Governmental Business-type Total Primary 
Activities Activities Government 
2016 2017 2016 2017 2016 2017 
Revenues: 
Program revenues 
Charges for services $ 577,679 $ 571,927 $397,793 $389,279 $ 975,472 $ 961,206 
Operating grants 2,093,817 2,506,711 56,565 60,219 2,150,382 2,566,930 
Capital grants 456,588 434,860 857 604 457,445 435,464 
General revenues 
Taxes 2,318,433 2,352,133 27,078 27,958 2,345,511 2,380,091 
Other 146,716 93,077 2,701 3,708 149,417 96,785 
Total revenues 5,593,233 5,958,708 484,994 481,768 6,078,227 6,440,476 
Expenses: 
General government 696,984 688,798 696,984 688,798 
Public safety 420,532 454,194 420,532 454,194 
Transportation 464,092 484,214 464,092 484,214 
Health and human service 2,174,506 2,668,273 2,174,506 2,668,273 
Education 1,324,299 1,344,121 1,324,299 1,344,121 
Natural resources 295,332 295,853 295,332 295,853 
Interest on long-term debt 9,373 7,484 9,373 7,484 
Unemployment Insurance 119,088 117,788 119,088 117,788 
Liquor Stores 81,556 83,313 81,556 83,313 
State Lottery 47,202 43,377 47,202 43,377 
Economic Dev Bonds 1,198 1,851 1,198 1,851 
Hail Insurance 817 1,696 817 1,696 
Gen Govt Services 71,343 72,489 71,343 72,489 
Prison Funds 9,099 8,140 9,099 8,140 
MUS Group Insurance 87,535 81,051 87,535 81,051 
MUS Workers Comp 2,430 2,786 2,430 2,786 
Total expenses 5,385,118 5,942,937 420,268 412,491 5,805,386 6,355,428 
Increase (decrease) in net 
position before transfers 208,115 15,771 64,726 69,277 272,841 85,048 
Transfers 49,813 46,141 (49,813) (46,141) - - 
Change in net position 257,928 61,912 14,913 23,136 272,841 85,048 
Net position, beg of year 
(as adjusted) 7,469,103 7,791,260 357,060 371,872 7,826,163 8,163,132 


Net position, end of year $7,727,031 $7,853,172 $371,973 $395,008 $8,099,004 $8,248,180 
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Governmental Activities 
The following chart depicts revenues of the governmental activities for the fiscal year: 


Revenues - Governmental Activities 
Fiscal Year Ended June 30, 2017 


Taxes, 39.5% Other, 1.5% Charges for 
Services, 9.6% 


Capital Grants, 


7.3% Operating Grants, 


42.1% 


The following chart depicts expenses of the governmental activities for the fiscal year: 


Expenses - Governmental Activities 
Fiscal Year Ended June 30, 2017 


General 
Natural Resources, Interest on Long- Government, 
5.0% bea Debt, 0.1% 11.6% 


Education, 22.6% Public Safety, 7.6% 


Transportation, 
8.2% 


Health and Human 
Services, 44.9% 
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Business-type Activities 
The following chart depicts revenues of the business-type activities for the fiscal year: 


Revenues - Business-type Activities 
Fiscal Year Ended June 30, 2017 


Capital Grants, 
0.1% 


Taxes, 5.8% 
Other, 0.8% 


Operating Grants, 
12.5% 


Charges for 
Services, 80.8% 


The following chart depicts expenses of the business-type activities for the fiscal year: 


Expenses - Business-type Activities 
Fiscal Year Ended June 30, 2017 


MUS Group 
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FINANCIAL ANALYSIS OF THE STATE’S MAJOR FUNDS 


As the State completed the year, its governmental funds reported fund balances of $3.9 billion. Of this total, $2.3 
billion (58.7%) constitutes spendable fund balance and $1.6 billion (41.3%) is classified as non-spendable. The 
analysis of the following major funds, providing the majority of the fund balance for the government, follows. 


General Fund Revenues and Expenditures 

The General Fund is the chief operating fund of the State. For fiscal year 2017, the total fund balance of the General 
Fund was reported at approximately $67.0 million. Of this balance $7.7 million is non-spendable. The remaining 
$59.3 million is spendable with $11.4 million assigned and $47.9 million unassigned. This represents 2.6% of the 
$2.3 billion spendable governmental fund balances for all governmental funds. Of the assigned fund balance, $11.4 
million relates to outstanding encumbrances at the end of the fiscal year. Further detail on the breakdown of fund 
balance for the General Fund is provided in Note 14 — Major Purpose Presentation. 


Total fund balance decreased by $204.3 million when compared to the previously reported fund balance of $271.3 
million. Changes in both expenditures and revenues are discussed in detail below. The 2017 Legislative Session 
projected $112.0 million General Fund unassigned fund balance for fiscal year 2017, without regard to a fund 
balance spend down in fiscal year 2018. 


General Fund Revenues — Total General Fund revenues were $2.1 billion for fiscal year 2017 (lower than legislative 
estimation), a 1.3% increase from the $2.0 billion reported in 2016 (which were also lower than legislative 
estimation). Fiscal year 2017 tax revenue increased by 1.0% in total over 2016, with natural resource and corporate 
income tax collections up 8.9% and 11.5%, respectively. Individual income tax collections decreased slightly by 
0.8%. Other noted increases in revenues included rentals / leases / royalties, contributions / premiums, and grants / 
contracts / donations. 


General Fund Expenditures — Total General Fund expenditures for fiscal year 2017 increased by $88.9 million 
(4.0%). This increase in expenditures occurred in the general government, health and human services, education and 
natural resources functions as follows: 

e General government expenditures increased by $10.3 million (3.0%) 

e Health and human services expenditures increased by $53.0 million (10.9%) 

e Education expenditures increased by $21.8 million (2.1%) 

e Natural resources expenditures increased by $2.7 million (7.8%) 


Transfers out decreased by $45.9 million (50.3%) to $45.3 million in 2017, mostly attributable to the decrease in fire 
suppression transfers. Another noted decrease in expenditures were capital outlay. 


The General Fund’s actual revenues and expenditures in comparison to budgeted revenues and expenditures is 
provided in more depth on the Budgetary Comparison Schedule, within the Required Supplementary Information 
section of this report. The same level of detail used to report the actual revenues and expenditures is not readily 
available for all budgetary revenues and expenditures, which may cause some variances. 


General Fund Expenditure Budget Reversions 
Fund balances are not reserved for reverted appropriations. For fiscal year 2017, general fund appropriations that 
reverted to 2018 were $25.2 million. 


The Department of Administration had unspent appropriations of $7.9 million, the vast majority of which was 
attributable to supplemental transfers, banking charges, budget corrections and other operational costs. 


The Department of Corrections had unspent appropriations of $4.1 million related to Medicaid savings and other 
operational costs. 


The Office of Public Instruction had unspent appropriations of $3.3 million related K-12 base aid and other 
operational costs. 


The Department of Legislative Services, the Judicial Branch, Commissioner of Higher Ed, the Department of 
Revenue, and the Department of Public Health and Human Services had unspent appropriations of $1.2 million, $1.2 
million, $1.1 million, $1.1 million, and $1.1 million respectively, related to operational costs. 


The remaining unspent appropriation of $4.2 million was attributable to miscellaneous reversions across other 
agencies. 


State Special Revenue Fund 

The fund balance of the State Special Revenue Fund increased by $27.4 million to $1.6 billion. Revenues increased 
by $33.4 million (3.8%) and expenditures decreased $5.1 million (0.5%), for fiscal year 2017. The largest increases 
in revenues are attributable to an increase in natural resources tax collections and charges for services, whereas there 
was a notable decrease in investment earnings and sale of miscellaneous items. The largest decreases in expenditures 
are attributable to reductions in education and capital outlay related expenditures. Other financing sources related to 
refunding bonds were not present in the current year and transfers in and out both decreased. 


Federal Special Revenue Fund 

The fund balance of the Federal Special Revenue Fund increased by $3.1 million (34.8%) to $12.1 million. 
Revenues and expenditures increased by $422.1 million (17.7%) and $414.1 million (17.5%) respectively, for the 
fiscal year 2017. Revenue increases are attributable to increases in federal revenue, expenditure increases are 
attributable to increases in health and human services, public safety, and transportation related expenditures however 
offset some by a decrease in capital outlay. 


Coal Severance Tax Permanent Fund 

The fund balance of the Coal Severance Tax Permanent Fund decreased by $6.4 million (0.6%) to $1.1 billion. 
Revenue decreased by $53.2 million (59.1%) to $36.8 million, primarily due to a decrease of $47.7 million in 
investment earnings. The transfers out increased by $18.9 million (78.4%). 


Land Grant Permanent Fund 

The fund balance of the Land Grant Permanent Fund increased by $15.0 million (2.1%) to $725.5 million. Within 
this fund, capital asset sale proceeds increased by $12.6 million, while rent/lease/royalties and investment earnings 
decreased by $11.1 million and $38.6 million, respectively. 


Unemployment Insurance Enterprise Fund 

Net position restricted for unemployment compensation increased by $454.0 thousand (0.2%). The increase in net 
position reflects the continued impact of low unemployment throughout fiscal year 2017 accompanied by an 
increase in the taxable wage base from $30.5 thousand to $31.4 thousand in 2017. 


Economic Development Bonds Enterprise Fund 
Net position decreased by 1.8% to $5.1 million in fiscal year 2017. Financing income revenue increased $582.0 
thousand, while expenses from interest expense increased $621.0 thousand. 


CAPITAL ASSETS AND DEBT ADMINISTRATION 


Capital Assets 

The State’s investment in capital assets for its governmental and business-type activities, as of June 30, 2017, amounted 
to $8.2 billion, with related accumulated depreciation of $2.2 billion, leaving a net book value of $6.0 billion. This 
investment in capital assets includes land, buildings, improvements, equipment, infrastructure, intangible assets, and 
construction in progress. Infrastructure assets are items that are normally immovable and of value only to the State, 
such as roads, bridges, streets and sidewalks, drainage systems, lighting systems, and similar items. 


The total increase in the State’s investment in capital assets for the current fiscal year was $241.4 million or 4.2% in 
terms of net book value. Most increases in capital expenditures were seen in construction, or reconstruction, of roads 
and bridges. Additional information relating to the State’s capital assets can be found in Note 5 of the notes to the 
financial statements. 
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Debt Administration 
Montana continues to receive excellent general obligation bond ratings from Moody’s Investor Service (Aal), Standard 
and Poor’s Corporation (AA), and Fitch Ratings (AA+), which remain unchanged from 2016. 


State debt may be authorized either by a two-thirds vote of the members of each house of the Legislature, or by a 
favorable vote of a majority of the State’s electors voting thereon. There is no constitutional limit on the amount of debt 
that may be incurred by the State. The Montana Constitution does, however, prohibit the incurring of debt to cover 
deficits caused by appropriations exceeding anticipated revenue. 


The State of Montana’s general obligation debt decreased from $115.5 million at June 30, 2016, to $98.6 million at 
June 30, 2017. There is cash available, of $6.7 million at the end of fiscal year 2017, in debt service funds to service 
general obligation debt. 


The below table contains the ratio of general obligation debt and total State debt to personal income and to the amount 
of debt per capita: 


Amount Percentage of State Debt 
(in thousands) Personal Income (1) Per Capita (2) 
General obligation debt $98,625 0.22% $95 
Total State debt $182,179 0.40% (3) $181 (3) 


( 
( 
( 


1) Based on personal income for calendar year 2016. 

2) Based on estimated 2016 Montana population. 

3) Based on total of general obligations bonds, special revenue bonds, notes payable and lease/installment purchase payable for 
the percentage and state debt per capita 


More detailed information regarding the State’s long-term obligations is presented in Note 11 of the notes to the 
financial statements and in the statistical tables. 


ECONOMIC CONDITION AND OUTLOOK 

Montana’s primary economic base remains concentrated in agriculture, mining, manufacturing, and nonresident 
travel. Per the 2016 Labor Day Report issued by the Montana Department of Labor and Industry, Montana had real 
wage gains of 1.6% in 2016, which was faster than the rate of inflation. Montana’s unemployment rate has 
continued to remain lower than the national rate since the 2001 recession. Montana’s annual unemployment rate of 
4.1% in 2016 was the 16th lowest in the nation. Montana added roughly 6,481 jobs in 2016, for a growth rate of 
1.3%. Montana had approximately 475,200 people employed in nonfarm non-adjusted jobs in August 2017, as 
compared to 467,600 in August 2016. Montana’s personal income growth in 2016 was 2.3%. Montana’s personal 
income growth over the past ten years is the 11th fastest among all states. A more in-depth analysis of the State’s 
overall financial position can be found in the transmittal letter of this report. 


The 2017 Legislature completed work and adjourned in late April 2017. Upon adjournment, it was anticipated that 
2019 biennium General Fund revenue collections would be approximately $4.9 billion while General Fund 
expenditures would be approximately $4.8 billion. At the end of fiscal year 2019, the estimated general fund balance 
will be approximately $200.0 million. During the 2017 Legislative Session Senate Bill (SB) 261 was passed. SB 261 
contained various transfer and/or reductions in spending requirements based on June 30, 2017, unaudited General 
Fund revenue. Additionally, subsequent to fiscal year-end 2017, a special session of the Legislature was called to 
order to address an anticipated General Fund deficit for the budget period ended June 30, 2019. More information 
related to the fiscal year 2018 financial impacts of SB 261 and the special session is provided in Note 17. 


The following are the major financial highlights of the 2019 biennium budget: 


1. The Governor proposed and the 2017 Legislature approved a $6.0 million one-time-only appropriation for a 
preschool pilot program dedicated for early education efforts for pre-k children. 


2. The 2017 Legislature adopted a series of bills aimed at re-balancing the correctional and judicial systems. 
Specifics of the bills include increased funding to community programs to divert inmates from county jail 


holds, revising criminal justice laws, and investing in additional district court judges in the State of 
Montana. 


3. The 2017 Legislature passed House Bill (HB) 639 which levies a community benefit assessment on certain 
hospitals in the State of Montana. The measure is anticipated to generate $13.1 million in General Fund 
revenue by fiscal year 2019. 


4. The 2017 Legislature pass Senate Bill (SB) 261 which provided a short-term stabilization plan in which 
automatic reductions would be made to prescribed agency budgets, and transfers from the wildfire 
suppression fund to the General Fund would happen should revenues come in short of expectations in fiscal 
year 2017. SB 261 also provided for the creation of the Budget Stabilization Reserve to provide for a 
formal “Rainy Day” fund in the future. 


5. The Montana University System received a one-time-only appropriation of $2.0 million to serve as funds to 
provide for buy-outs of long-time university system employees, particularly at the University of Montana. 


6. The 2017 Legislature passed SB 260 which creates the school facilities fund in the Coal Severance Tax 
Fund and allocates 75% of coal severance taxes in excess of the amount needed in the coal severance bond 
fund to school facilities. 


7. The 2017 Legislature passed HB 648 which restructured payments to the Public Employees’ Retirement 
System and ultimately delinked these payments from coal-related revenues. This change will provide for a 
more stable and predictable financing structure into the future. 


8. The Governor proposed and the 2017 Legislature funded a restructured appropriation for a sage grouse 
conservation fund, which will extend funding for sage grouse conservation through fiscal year 2021. Initial 
funding for this item was a major consideration in preventing listing on the endangered species list. 


9. The 2019 biennium present law budget generally funds existing core services (i.e. health and human 
services, corrections, and education) at estimated caseload, population, and enrollment levels. 


The Montana Constitution, Article VII, Section 15 states that public retirement systems shall be funded on an 
actuarially sound basis. Public pension plans are considered actuarially sound if the unfunded accrued actuarial 
liability amortization period is less than 30 years. As of June 30, 2017, the Game Warden & Peace Officers’ 
Retirement System (GWPORS), and the Highway Patrol Officers’ Retirement System (HPORS) plans were not in 
compliance and do not amortize within 30 years. The unfunded liabilities in the other state retirement systems 
amortize in 30 years or less as of the fiscal year ended June 30, 2017. 


The actuarial condition of these retirement plans is disclosed in greater detail in Note 6 of the financial statements. 
The unfunded actuarial liability of these plans is long-term in nature and does not translate into an inability of the 
plans to meet their current obligations in the near future. 


REQUESTS FOR INFORMATION 


This financial report is designed to provide a general overview of the State of Montana’s finances for all of Montana’s 
citizens, taxpayers, customers, investors, and creditors. The financial report seeks to demonstrate the State’s 
accountability for the money it receives. Questions concerning any of the information provided in this report or 
requests for additional information should be addressed to the State of Montana, State Accounting Bureau, Room 255 
Mitchell Building, PO Box 200102, Helena, MT 59620. 
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STATEMENT OF NET POSITION 
JUNE 30, 2017 
(amounts expressed in thousands) 


ASSETS 
Cash/cash equivalents (Note 3) 
Receivables (net) (Note 4) 
Due from primary government 
Due from other governments 
Due from component units 
Internal balances 
Inventories 
Advances to component units 
Long-term loans/notes receivable 
Equity in pooled investments (Note 3) 
Investments (Note 3) 
Securities lending collateral (Note 3) 
Net pension asset (Note 6) 
Other assets 
Depreciable capital assets and infrastructure, net (Note 5) 
Land and nondepreciable capital assets (Note 5) 


Total assets 
DEFERRED OUTFLOWS OF RESOURCES (Note 4) 


LIABILITIES 

Accounts payable (Note 4) 

Lottery prizes payable 

Due to primary government 

Due to other governments 

Due to component units 

Due to pension trust funds 

Advances from primary government 

Unearned revenue 

Amounts held in custody for others 

Securities lending liability (Note 3) 

Other liabilities 

Short-term debt (Note 11) 

Long-term liabilities (Note 11): 
Due within one year 
Due in more than one year 

Net pension liability (Note 6) 

OPEB implicit rate subsidy (Note 7) 


Total liabilities 


DEFERRED INFLOWS OF RESOURCES (Note 4) 


GOVERNMENTAL 
ACTIVITIES 


$ 1,147,781 


397,981 
447,468 
1,285 

556 
26,218 
16,530 
464,800 
2,268,060 
295,737 
29,313 
33,852 
14,242 
4,167,450 
1,824,514 


11,135,787 


342,370 


760,832 


30,539 

1,682 
34,451 
33,248 
18,103 
29,313 

4,065 


143,376 
434,955 
1,789,810 
289,175 


3,569,549 


55,436 


PRIMARY GOVERNMENT 
BUSINESS-TYPE 
ACTIVITIES 


397,350 
44,723 


2,000 
30 
2,049 


107,880 


14,900 
7,827 
14,293 
5,132 


176,550 


229 


TOTAL 


1,545,131 
442,704 
447,640 

4,151 
31,706 
39,190 

509,814 

2,273,022 

318,827 
31,362 
33,852 
15,691 

4,177,126 

1,834,238 


11,704,454 


345,490 


779,627 
3,570 
30,613 
1,682 
34,451 
35,248 
18,133 
31,362 
4,065 
107,880 


158,276 
442,782 
1,804,103 
294,307 


3,746,099 


55,665 


COMPONENT 
UNITS 


417,235 
201,240 
1,682 
28,887 
271 


5,178 
469,305 
48,514 
2,081,358 
45,742 
86,507 
788,405 
99,142 


4,273,466 


66,963 


39,190 
94,083 
14,668 
45,742 
23,544 


194,353 
1,606,210 
206,646 
122,245 


2,430,184 


2,477 
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PRIMARY GOVERNMENT 
GOVERNMENTAL BUSINESS-TYPE COMPONENT 
ACTIVITIES ACTIVITIES TOTAL UNITS 
NET POSITION 
Net investment in capital assets $ 5,873,003 18,986 $ 5,891,989 597,644 
Restricted for: 
General government 6,873 6,873 
Transportation 24,450 24,450 
Natural resources 493,194 493,194 
Public safety 242,570 242,570 
Education 13,074 13,074 
Funds held as permanent investments: 
Nonexpendable 1,596,057 1,596,057 391,658 
Expendable 575,746 - 575,746 - 
Unemployment compensation : 298,631 298,631 - 
Montana Board of Housing - - 153,326 
Other purposes - 69,103 69,103 256,566 
Unrestricted (971,795) 8,288 (963,507) 508,574 
Total net position $ 7,853,172 395,008 $ 8,248,180 1,907,768 


The notes to the financial statements are an integral part of this statement. 
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STATEMENT OF ACTIVITIES 


FOR THE FISCAL YEAR ENDED JUNE 30, 2017 
(amounts expressed in thousands) 


FUNCTIONS/PROGRAMS 
Primary government: 
Governmental activities: 
General government 
Public safety 
Transportation 
Health and human services 
Education 
Natural resources 
Interest on long-term debt 


Total governmental activities 


Business-type activities: 
Unemployment Insurance 
Liquor Stores 
State Lottery 


Economic Development Bonds 


Hail Insurance 

Other Service 

Prison Funds 

MUS* Group Insurance 


MUS" Workers Compensation 


Total business-type activities 


Total primary government 


Component units: 
Montana Board of Housing 
Facility Finance Authority 
Montana State Fund 
Montana State University 
University of Montana 


Total component units 


$ 


$ 


EXPENSES 


688,798 
454,194 
484,214 
2,668,273 
1,344,121 
295,853 
7,484 


5,942,937 


117,788 
83,313 
43,377 

1,851 
1,696 
72,489 
8,140 
81,051 
2,786 


412,491 
6,355,428 


20,822 
462 
210,763 
573,551 
458,117 


1,263,715 


CHARGES 
FOR 
SERVICES 


143,681 
161,380 
28,447 
40,260 
32,750 
165,409 


571,927 


103,928 
96,475 
52,459 

37 
1,156 
24,290 
7,648 
99,448 
3,838 


389,279 
961,206 


1,541 
783 
169,677 
272,972 
191,932 


636,905 


PROGRAM REVENUES 


OPERATING 
GRANTS 
AND 
CONTRIBUTIONS 


$ 141,349 
41,040 

58,635 

1,968,162 

184,950 

112,575 


2,506,711 
13,702 


1,748 
8 
44,200 


403 
158 


60,219 
$ 2,566,930 


$ 19,047 
75 


181,074 
161,079 


$ 361,275 


CAPITAL 
GRANTS 
AND 
CONTRIBUTIONS 


$ 207 
7 
407,531 


1,713 
25,402 


434,860 


604 


604 
$ 435,464 


5,005 
14,118 


$ 19,123 


$ 


$ 


$ 


NET 
(EXPENSE) 
REVENUE 


(403,561) 
(251,767) 
10,399 
(659,851) 
(1,124,708) 
7,533 
(7,484) 


(2,429,439) 


(158) 
13,162 
9,082 
(66) 
(532) 
(3,395) 
(492) 
18,800 
1,210 


37,611 
(2,391,828 


(234 
396 
(41,086 
(114,500 
(90,988 


(246,412 


Changes in net position: 
Net (expense) revenue 
General revenues: 

Taxes: 
Property 
Fuel 
Natural resource 
Individual income 
Corporate income 
Other (Note 1) 


Unrestricted grants and contributions 


Settlements 
Unrestricted investment earnings 


Transfers from primary government 


Gain (loss) on sale of capital asse' 
Miscellaneous 
Contributions to term and permanent e 
Transfers between primary governmen 


Change in net position 

Total net position - July 1 - as previous! 
Adjustments to beginning net position (| 
Total net position - July 1 - as adjusted 


otal net position - June 30 


? Montana University System 


Ss 


ndowments 


Total general revenues, contributions, and transfers 


ly reported 
Note 2) 


GOVERNMENTAL 
ACTIVITIES 


$ (2,429,439) 


277,254 
231,305 
171,629 
1,160,431 
132,538 
378,976 
13,596 
33,824 
25,125 


15,640 
4,892 


46,141 

2,491,351 

61,912 

7,727,031 

64,229 

7,791,260 

$ 7,853,172 


The notes to the financial statements are an integral part of this statement. 


PRIMARY GOVERNMENT 


BUSINESS-TYPE 
ACTIVITIES 


$ 37,611 


27,958 
2,845 
236 


(46,141 
(14,475 
23,136 
371,973 
(101 
371,872 


$ 395,008 


TOTAL 


(2,391,828) 


277,254 
231,305 
171,629 
1,160,431 
132,538 
406,934 
16,441 
34,060 
25,156 


15,366 
5,762 


2,476,876 
85,048 
8,099,004 
64,128 
8,163,132 
8,248,180 


$ 


COMPONENT 
UNITS 


(246,412) 


107 


79,670 
240,167 
594 
1,237 
52,218 


373,993 
127,581 
1,778,981 
1,206 
1,780,187 
1,907,768 
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BALANCE SHEET 
GOVERNMENTAL FUNDS 

JUNE 30, 2017 

(amounts expressed in thousands) 


SPECIAL REVENUE 
GENERAL STATE FEDERAL 
ASSETS 
Cash/cash equivalents (Note 3) 67,575 714,907 102,551 
Receivables (net) 246,972 85,132 39,247 
nterfund loans receivable (Note 12) 123,044 54,773 - 
Due from other governments 12,423 919 434,125 
Due from other funds (Note 12) 28,755 20,938 75 
Due from component units - 1,091 92 
Inventories 3,065 20,195 
Equity in pooled investments (Note 3) 347,899 - 
Long-term loans/notes receivable 434,878 4,509 
Advances to other funds (Note 12) 526 22,767 
Advances to component units - 8,729 - 
Investments (Note 3) 6,814 105,094 4,821 
Securities lending collateral (Note 3) - 10,354 
Other assets 5,887 6,400 146 
Total assets 495,061 1,834,076 585,566 
LIABILITIES, DEFERRED INFLOWS OF RESOURCES, 
AND FUND BALANCES 
Liabilities: 
Accounts payable 256,428 133,175 345,805 
Interfund loans payable (Note 12) 11,624 164,372 
Due to other governments 569 27,197 2,774 
Due to other funds (Note 12) 269 13,657 14,418 
Due to component units 34,585 363 1,184 
Advances from other funds (Note 12) - 10,018 17,811 
Unearned revenue 2,514 28,517 7,382 
Amounts held in custody for others 5,443 12,502 7 
Securities lending liability (Note 3) 10,354 - 
Other liabilities 2 664 @ 
Total liabilities 299,810 248,071 553,753 
DEFERRED INFLOWS OF RESOURCES 128,267 4,548 19,735 
Fund balances (Note 14): 
Nonspendable 7,696 21,076 47 
Restricted 7 992,564 12,031 
Committed e 567,034 - 
Assigned 11,355 783 - 
Unassigned 47,933 - - 
Total fund balances 66,984 1,581,457 12,078 
Total liabilities, deferred inflows of resources, 
and fund balances 495,061 1,834,076 585,566 


The notes to the financial statements are an integral part of this statement. 


PERMANENT 


COAL 
SEVERANCE 
TAX 


NONMAJOR 


TOTAL 


60,239 22,716 72,198 1,040,186 
8,119 6,438 6,298 392,206 

- : - 177,817 

- : ¢ 447,467 

13 : 1,757 51,538 

103 5 : 1,286 

5 : - 23,260 
867,285 701,083 338,793 2,255,060 
: : 25,413 464,800 

3,996 : 9,767 37,056 
7,802 - - 16,531 
148,403 - 3,649 268,781 
6,807 5,502 2,666 25,329 

: : 3 12,433 
1,102,767 735,739 460,541 5,213,750 
: 5 3,300 738,708 

1,677 - 277 177,950 

- : : 30,540 

32 ‘ 602 28,978 

p : : 36,132 

: : 13,876 41,705 

- : : 38,413 

5 96 54 18,102 

6,807 5,502 2,666 25,329 

- - - 666 

8,516 5,598 20,775 1,136,523 

E 4,683 410 157,643 
540,477 725,458 323,588 1,618,342 
: 2 28,748 1,033,343 
553,774 - 85,619 1,206,427 
- 2 1,401 13,539 

2 F 47,933 
1,094,251 725,458 439,356 3,919,584 
1,102,767 735,739 460,541 5,213,750 
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RECONCILIATION OF THE BALANCE SHEET OF GOVERNMENTAL FUNDS 
TO THE STATEMENT OF NET POSITION 

JUNE 30, 2017 

(amounts expressed in thousands) 


Total fund balances - governmental funds 


Amounts reported for governmental activities in the Statement of Net Position are different 
due to: 


Capital assets used in governmental activities are not current financial resources and 
therefore not reported in the governmental funds (Note 5): 


Land and nondepreciable capital assets 
Depreciable capital assets and infrastructure, net 


Deferred outflows of resources represent a consumption of net assets that will be reported 
as an outflow of resources in a future period and therefore are not reported in the 
governmental funds. 


Other assets not available in the current period and therefore are not reported in the 
governmental funds: 
Net pension asset 


Internal service funds are used by management to charge the costs of certain activities, 
such as insurance and central computer services, to individual governmental funds. The 
assets, deferred outflows of resources, liabilities and deferred inflows of resources of the 
internal service funds are included in the governmental activities in the Statement of Net 
Position, excluding internal service funds' capital assets and long-term liabilities reported 
in specific areas. 


Other liabilities that are not due and payable in the current period and are not reported in 
the governmental funds. 


Deferred inflows of resources represent an acquisition of net assets that will be recognized 
as an inflow of resources in a future period and therefore are not reported in the 
governmental funds. 


Long-term liabilities and related accrued interest are not due and payable in the current 
period and therefore are not reported in the governmental funds (Note 11): 

Net pension liability 

OPEB implicit rate subsidy 

Other long-term liabilities 


Total net position - governmental activities 


The notes to the financial statements are an integral part of this statement. 


$ 


1,824,514 


4,167,450 


(1,789,810) 
(289,175) 


(578,331) 


$ 


$ 


3,919,584 


5,991,964 


342,370 


33,852 


129,805 


(9,293) 


102,206 


(2,657,316) 


7,853,172 
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STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES 
GOVERNMENTAL FUNDS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2017 

(amounts expressed in thousands) 


SPECIAL REVENUE 
GENERAL STATE FEDERAL 
REVENUES (Note 14) 
Licenses/permits $ 125,737 199,986 $ 
Taxes: 
Natural resource 71,042 69,683 - 
Individual income 1,161,730 = & 
Corporate income 133,247 - - 
Proper 258,698 18,556 - 
Fuel - 231,296 - 
Other 237,589 138,386 - 
Charges for services/fines/forfeits/settlements 35,035 123,145 35,494 
Investment earnings 7,400 9,358 384 
Securities lending income 55 201 2 
Sale of documents/merchandise/property 369 4,940 3 
Rentals/leases/royalties 8 1,213 - 
Contributions/premiums 4,727 26,406 - 
Grants/contracts/donations 10,116 23,448 108 
Federal 18,416 6,332 2,694,127 
Federal indirect cost recoveries 244 45,663 79,893 
Other revenues 957 3,667 290 
Total revenues 2,065,370 902,280 2,810,301 
EXPENDITURES 
Current: 
General government 353,582 190,981 105,148 
Public safety 318,926 93,619 13,475 
Transportation - 217,578 111,680 
Health and human services 538,738 165,410 1,947,964 
Education 1,058,596 72,246 214,285 
Natural resources 37,738 213,629 68,119 
Debt service: 
Principal retirement 56 638 30 
Interest/fiscal charges 197 359 6 
Capital outlay 7,270 52,517 319,171 
Securities lending 19 90 1 
Total expenditures 2,315,122 1,007,067 2,779,879 
Excess of revenue over (under) expenditures (249,752) (104,787) 30,422 
OTHER FINANCING SOURCES (USES) 
Inception of lease/installment contract - 184 - 
Insurance proceeds - 43 - 
General capital asset sale proceeds 252 325 42 
Energy conservation loans - 1,770 - 
Transfers in (Note 12) 73,887 157,075 1,679 
Transfers out (Note 12) (45,337) (27,054) (28,929) 
otal other financing sources (uses) 28,802 132,343 (27,208) 
Net change in fund balances (220,950) 27,556 3,214 
Fund balances - July 1 - as previously reported 271,310 1,554,015 8,958 
Adjustments to beginning fund balances (Note 2) 16,370 (984) (94) 
Fund balances - July 1 - as adjusted 287,680 1,553,031 8,864 
Increase (decrease) in inventories 254 870 
Fund balances - June 30 $ 66,984 1,581,457 $ 12,078 


The notes to the financial statements are an integral part of this statement. 


PERMANENT 


COAL 
SEVERANCE LAND 
TAX GRANT TOTAL 
1,551 327,274 
23,811 7,281 171,817 
1,161,730 
133,247 
277,254 
- 231,296 
1,762 377,137 
: : 12,830 206,504 
12,665 6,200 12,912 48,919 
279 226 107 870 
10,952 4,241 20,505 
48,370 49,591 
31,133 
5 33,677 
2,718,875 
125,800 
(2) 4,912 
36,755 67,302 39,133 5,921,141 
3,651 653,362 
974 426,994 
329,258 
736 2,652,848 
, 89 1,345,216 
4,390 205 324,081 
33,165 33,889 
- 8,958 9,520 
: 1,332 26,663 406,953 
106 86 41 343 
106 5,808 74,482 6,182,464 
36,649 61,494 (35,349) (261,323) 
: : ; 184 
: é : 43 
: 15,183 13 15,815 
3 E : 1,770 
10 8 50,346 283,005 
(43,013) (61,678) (29,426) (235,437) 
(43,003) (46,487) 20,933 65,380 
(6,354) 15,007 (14,416) (195,943) 
1,100,605 710,451 453,772 4,099,111 
: - - 15,292 
1,100,605 710,451 453,772 4,114,403 
1,124 
1,094,251 725,458 439,356 3,919,584 
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RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES, 
AND CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS TO THE 
STATEMENT OF ACTIVITIES 

FOR THE FISCAL YEAR ENDED JUNE 30, 2017 

(amounts expressed in thousands) 


Net change in fund balances - total governmental funds 


Amounts reported for governmental activities in the Statement of Activities are different 
due to: 


Capital outlays are reported as expenditures in governmental funds. However, in the 
Statement of Activities, these costs are allocated as depreciation expense over the useful life 
of the capital asset. Capital outlays exceeded depreciation expense in the current year by the 
following amount (Note 5): 

Capital outlay 

Depreciation expense and amortization 


Miscellaneous transactions involving capital assets such as sales (gain/loss) and donations 
are reported in the Statement of Activities, but only proceeds from sales are reported in the 
governmental funds. 


Inventories of governmental funds are recorded as expenditures when purchased. However, 
in the Statement of Activities, inventories are expensed when consumed. 


Revenues reported in the Statement of Activities that do not provide current financial 
resources are not reported as revenues in the governmental funds. 


Internal service funds are used by management to charge the costs of certain activities, such 
as insurance and central computer services, to individual governmental funds. Internal 
service funds are reported separately from governmental funds in the fund financial 
statements. In the government-wide statements, internal service funds are included with 
governmental activities. 


Some expenses reported in the Statement of Activities do not require the use of current 
financial resources and therefore are not reported as expenditures in the governmental 
funds. Some expenditures reported in the governmental funds either increase or decrease 
long-term liabilities reported in the Statement of Net Position. In the current year these 
amounts consisted of: 

Accrued interest 

Other liabilities 

Capital lease financing 

Principal retirement 


Change in net position - governmental activities 


The notes to the financial statements are an integral part of this statement. 


$ 


406,953 


(211,774) 


2,363 
(1,770) 
(184) 


33,889 


$ 


$ 


(195,943) 


195,179 
(5,393) 


(8,000) 


21,301 


20,470 


34,298 
61,912 
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STATEMENT OF FUND NET POSITION 


PROPRIETARY FUNDS 
JUNE 30, 2017 
(amounts expressed in thousands) 


ASSETS 

Current assets: 
Cash/cash equivalents (Note 3) 
Receivables (net) 
Interfund loans receivable (Note 12) 
Due from other governments 
Due from other funds (Note 12) 
Due from component units 
Inventories 
Short-term investments (Note 3) 
Securities lending collateral (Note 3) 
Other current assets 


Total current assets 


Noncutrent assets: 
Advances to other funds (Note 12) 
Advances to component units 
Long-term investments (Note 3) 
Long-term notes/loans receivable 
Other long-term assets 
Capital assets (Note 5): 
Land 
Land improvements 
Buildings/improvements 
Equipment 
Infrastructure 
Construction work in progress 
Intangible assets 
Other capital assets 
Less accumulated depreciation 


Total capital assets 
Total noncurrent assets 


Total assets 


DEFERRED OUTFLOWS OF RESOURCES 


BUSINESS-TYPE ACTIVITIES - ENTERPRISE FUNDS 


ECONOMIC 
UNEMPLOYMENT DEVELOPMENT 
INSURANCE BONDS 
$ 295,623 $ 6,699 
4,502 12,880 
38 - 
2,517 
2,866 
9,491 
300,163 34,453 
10,546 
22,660 
2,137 
842 44,119 
4 
(3) 
1 
842 79,463 
301,005 113,916 
65 


NONMAJOR 


95,028 
27,341 


134 


5,488 


2,049 
129 


130,169 


16,424 
53 
1,320 


800 
3,830 
10,123 
9,371 
1,175 
4,615 
194 
4,309 
(15,018) 


19,399 
37,196 
167,365 


3,055 


TOTAL 


397,350 
44,723 


172 
2,517 
2,866 
5,488 
9,491 
2,049 

129 


464,785 


10,546 
22,660 
18,561 
45,014 

1,320 


800 
3,830 
10,123 
9,375 
1,175 
4,615 
194 
4,309 
(15,021) 


19,400 
117,501 
582,286 


3,120 


GOVERNMENTAL 


$ 


ACTIVITIES - 
INTERNAL 
SERVICE 
FUNDS 


107,594 
5,771 
211 

1 

32 


2,958 
3,983 


1,810 
122,360 


39,957 


236 

95 
6,059 
234,094 


6,962 
2,572 


(138,678) 
111,340 
151,297 
273,657 


9,088 
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STATEMENT OF FUND NET POSITION 
PROPRIETARY FUNDS 

JUNE 30, 2017 

(amounts expressed in thousands) 


GOVERNMENTAL 
BUSINESS-TYPE ACTIVITIES - ENTERPRISE FUNDS ACTIVITIES - 
ECONOMIC INTERNAL 
UNEMPLOYMENT DEVELOPMENT SERVICE 
INSURANCE BONDS NONMAJOR TOTAL FUNDS 
LIABILITIES 
Current liabilities: 
Accounts payable $ 2,299 $ 457 $ 16,039 $ 18,795 $ 19,174 
Lottery prizes payable - - 2,618 2,618 - 
Interfund loans payable (Note 12) 75 - - 75 3 
Due to other governments - - 74 74 - 
Due to other funds (Note 12) - - 13,544 13,544 1,832 
Unearned revenue - - 2,000 2,000 1,624 
Lease/installment purchase payable (Note 10) - 195 195 1,456 
Short-term debt (Note 11) - 107,880 - 107,880 - 
Bonds/notes payable - net (Note 11) - - - - 1,305 
Amounts held in custody for others - - 30 30 1 
Securities lending liability (Note 3) - - 2,049 2,049 3,983 
Estimated insurance claims (Note 8) - - 13,658 13,658 21,585 
Compensated absences payable (Note 11) - 33 1,011 1,044 3,873 
Arbitrage rebate tax payable (Note 11) - 3 - 3 - 
Total current liabilities 2,374 108,373 51,218 161,965 54,836 
Noncurrent liabilities: 
Lottery prizes payable - - 952 952 - 
Advances from other funds (Note 12) - - - - 5,897 
Lease/installment purchase payable (Note 10) - - 220 220 4,457 
Bonds/notes payable - net (Note 11) - - 494 
Estimated insurance claims (Note 8) - - 6,584 6,584 12,164 
Compensated absences payable (Note 11) - 30 973 1,003 3,590 
Arbitrage rebate tax payable (Note 11) - 20 - 20 - 
Net pension liability (Note 6) - 385 13,908 14,293 55,582 
OPEB implicit rate subsidy (Note 7) - 88 5,044 5,132 16,367 
Total noncurrent liabilities - 523 27,681 28,204 98,551 
Total liabilities 2,374 108,896 78,899 190,169 153,387 
DEFERRED INFLOWS OF RESOURCES : tL 228 229 573 
NET POSITION 
Net investment in capital assets - 1 18,985 18,986 97,732 
Restricted for: 
Unemployment compensation 298,631 - - 298,631 
Other purposes - 1,522 67,581 69,103 - 
Unrestricted - 3,561 4,727 8,288 31,053 
Total net position $ 298,631 $ 5,084 $ 91,293 $ 395,008 $ 128,785 


The notes to the financial statements are an integral part of this statement. 
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STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN FUND NET POSITION 


PROPRIETARY FUNDS 
FOR THE FISCAL YEAR ENDED JUNE 30, 2017 
(amounts expressed in thousands) 


Operating revenues: 
Charges for services 
Investment earnings 
Securities lending income 
Financing income 
Contributions/premiums 
Grants/contracts/donations 
Other operating revenues 

Total operating revenues 


Operating expenses: 
Personal services 
Contractual services 
Supplies/materials 
Benefits/claims 
Depreciation 
Amortization 
Utilities/rent 
Communications 
Travel 
Repairs/maintenance 
Grants 
Lottery prize payments 
Securities lending expense 
Arbitrage rebate tax 
Interest expense 
Other operating expenses 

Total operating expenses 
Operating income (loss) 


Nonoperating revenues (expenses): 
Tax revenues 
Non-employer pension revenue 
Insurance proceeds 
Gain (loss) on sale of capital assets 
Federal indirect cost recoveries 
Increase (decrease) value of livestock 
Total nonoperating revenues (expenses) 


Income (loss) before contributions and transfers 


Capital contributions 

Transfers in (Note 12) 

Transfers out (Note 12) 

Change in net position 

Total net position - July 1 - as previously reported 
Adjustments to beginning net position (Note 2) 


Total net position - July 1 - as adjusted 


Total net position - June 30 


BUSINESS-TYPE ACTIVITIES - ENTERPRISE FUNDS 


UNEMPLOYMENT 
INSURANCE 


103,816 
6,894 


117,630 


117,788 


117,788 
(158) 


(158) 


(158) 
298,177 
612 


298,789 
$ 298,631 


ECONOMIC 
DEVELOPMENT 
BONDS 


$ 37 


81 


1,667 


1,785 


387 
33 
13 
50 


50 


(60) 
5,177 
(33) 


5,144 


$ 5,084 


The notes to the financial statements are an integral part of this statement. 


NONMAJOR 


$ 167,526 
669 
7 


117,350 
46,736 
1,543 
333,841 


16,463 
20,695 
85,023 
132,437 
1,068 
122 
1,092 
1,456 
368 
951 


30,595 
8 


32 
2,774 
293,084 
40,757 


27,958 
238 
13 
(223) 


166 
28,152 
68,909 


3,262 
351 
(49,168) 
23,354 
68,619 
(680) 


67,939 
$ 91,293 


TOTAL 


167,674 
7,559 
17 
1,667 
221,166 
53,630 
1,543 
453,256 


16,850 
20,728 
85,036 
250,275 
1,068 
122 
1,142 
1,462 
371 
951 


30,595 
8 

6 

1,273 
2,836 
412,723 
40,533 


27,958 
244 
13 
(223) 


166 
28,158 
68,691 


3,262 
351 
(49,168) 
23,136 
371,973 
(101) 


371,872 
395,008 


GOVERNMENTAL 
ACTIVITIES - 
INTERNAL 
SERVICE 
FUNDS 


$ 151,601 
418 
18 


201,857 
2,147 
5,656 

361,697 


60,665 
34,111 
22,403 
177,091 
11,479 
1,133 
7,791 
13,393 
572 
18,870 
127 


11 


327 
6,416 
354,389 
7,308 


971 
232 
96 
8,642 


9,941 
17,249 


2,441 
1,786 
(1,005) 
20,471 
110,532 
(2,218) 


108,314 
$ 128,785 
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STATEMENT OF CASH FLOWS 
PROPRIETARY FUNDS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2017 
(amounts expressed in thousands) 


CASH FLOWS FROM OPERATING ACTIVITIES 
Receipt from sales and service 
Payments to suppliers for goods and services 
Payments to employees 
Grant receipts (expenses) 
Cash payments for claims 
Cash payments for prizes 
Other operating revenues 
Other operating payments 
Net cash provided by (used for) 
Operating activities 


CASH FLOWS FROM NONCAPITAL 
FINANCING ACTIVITIES 


Collection of taxes 

Transfer to other funds 

Transfer from other funds 

Proceeds from interfund loans/advances 

Payment of interfund loans and advances 

Proceeds from bonds and notes 

Payment of principal and interest on bonds and notes 
Pension related payments 


Proceeds from nonemployer pension contributions 
Net cash provided by (used for) 
noncapital financing activities 


CASH FLOWS FROM CAPITAL AND RELATED 
FINANCING ACTIVITIES 
Proceeds from insurance 
Acquisition of capital assets 
Proceeds from sale of capital assets 
Net cash provided by (used for) capital and 
related financing activities 


CASH FLOWS FROM INVESTING ACTIVITIES 
Sale (purchase) of investments 
Proceeds (loss) on sales or maturities of investments 
Proceeds (loss) from securities lending transactions/investments 
Interest and dividends on investments 
Payment of securities lending costs 
Collections of principal and interest on loans 
Cash payment for loans 
Net cash provided by (used for) 
investing activities 
Net increase (decrease) in cash 
and cash equivalents 
Cash and cash equivalents, July 1 
Cash and cash equivalents, June 30 


The notes to the financial statements are an integral part of this statement. 


GOVERNMENTAL 
BUSINESS-TYPE ACTIVITIES - ENTERPRISE FUNDS ACTIVITIES - 
ECONOMIC INTERNAL 
UNEMPLOYMENT DEVELOPMENT SERVICE 
INSURANCE BONDS NONMAJOR TOTAL FUNDS 
$ 102,333 $ 37g 286,004 388,374 350,624 
(814) (168) (114,755) (115,737) (91,420) 
: (381) (17,758) (18,139) (64,913) 
6,579 - 46,730 53,309 2,031 
(116,093) (130,511) (246,604) (169,669) 
: (30,564) (30,564) - 
7 1,543 1,550 14,298 
(2,774) (2,774) (6,416) 
(7,995) (605) 37,915 29,415 34,585 
27,958 27,958 - 
(49,168 (49,168) (1,005) 
- 351 351 1,785 
645 7,272 6 7,923 715 
(8,479) (80 (8,559) (210) 
20,000 20,000 - 
(10,439) (32 (10,471) (1,596) 
(33) (33) . 
235 235 972 
645 8,321 (20,730 (1,764) 661 
13 13 233 
(1,563) (1,563) (17,272) 
585 585 308 
(965) (965) (16,731) 
(163,775) 11,126 (152,649) (2,097) 
161,484 161,484 
17 7 18 
6,808 114 669 7,591 418 
E (8) (8) (11) 
33,870 33,870 
(46,697) (46,697) 
6,808 (15,004) 11,804 3,608 (1,672) 
(542) (7,188) 28,024 20,294 16,793 
296,165 13,887 67,004 377,056 90,801 
$ 295,623 $ 6699 $ 95,028 397,350 107,594 
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STATEMENT OF CASH FLOWS 
PROPRIETARY FUNDS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2017 
(amounts expressed in thousands) 


GOVERNMENTAL 
BUSINESS-TYPE ACTIVITIES - ENTERPRISE FUNDS ACTIVITIES 
ECONOMIC INTERNAL 
UNEMPLOYMENT DEVELOPMENT SERVICE 
INSURANCE BONDS NONMAJOR TOTAL FUNDS 
Reconciliation of operating income to net 
cash provided by operating activities: 
Operating income (loss) $ (158) $ (66) $ 40,757 $ 40,533 $ 7,308 
Adjustments to reconcile operating income 
to net cash provided for (used for) 
operating activities: 
Depreciation - 1 1,068 1,069 11,479 
Amortization - - 122 122 1,133 
Securities lending expense - - 8 8 11 
Investment earnings (6,198) (81) (669) (6,948) (418) 
Securities lending income - - (17) (17) (18) 
Financing income - (1,667) - (1,667) - 
Interest expense - 1,241 32 1,273 327 
Other revenue - 7 - 7 8,642 
Arbitrage rebate tax - 6 - 6 
Change in assets, deferred outflows, liabilities and deferred inflows: 
Decr (Incr) in accounts receivable (823) - 954 131 (2,797) 
Decr (Incr) in due from other funds - - 56 
Decr (Incr) in due from other governments (4) - (6) (10) 11 
Decr (Incr) in inventories - - (234) (234) 605 
Decr (Incr) in other assets - - 172 172 (92) 
incr (Decr) in accounts payable (812) - (5,021) (5,833) 1,412 
Incr (Decr) in due to other funds - (1) 672 671 436 
Incr (Decr) in due to other governments - - (7) (7) 
Incr (Decr) in lottery prizes payable - - 31 31 - 
incr (Decr) in unearned revenue - - (348) (348) (55) 
incr (Decr) in amounts held in custody for others - - (22) (22) - 
Incr (Decr) in compensated absences payable - 3 (31) (28) 345 
Incr (Decr) in OPEB implicit rate subsidy - 10 472 482 1,573 
Incr (Decr) in estimated claims - - (105) (105) 433, 
Incr (Decr) in other payables - 2. (185) (183) 3,540 
Incr (Decr) in net pension liability and related accounts - 40 272 312 604 
Net cash provided by (used for) 
operating activities $ (7,995) $ (505) $ 37,915 $ 29,415 $ 34,535 
Schedule of noncash transactions: 
Capital asset acquisitions from contributed capital - - 3,262 3,262 2,441 
Incr (Decr) in fair value of investments - 75 480 555, 450 
Total noncash transactions $ - §$ 5 $ 3,742 $ 3,817 $ 2,891 


The notes to the financial statements are an integral part of this statement. 
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STATEMENT OF FIDUCIARY NET POSITION 
FIDUCIARY FUNDS 

JUNE 30, 2017 

(amounts expressed in thousands) 


ASSETS 

Cash/cash equivalents (Note 3) 

Receivables (net): 
Accounts receivable 
Interest 
Due from primary government 
Due from other PERB plans 
Long-term loans/notes receivable 


Total receivables 
Investments at fair value: 
Equity in pooled investments (Note 3) 
Other investments (Note 3) 


Total investments 
Securities lending collateral (Note 3) 
Capital Assets: 
Land 
Buildings/improvements 
Equipment 
Construction work in progress 
Accumulated depreciation 
Intangible assets 


Total capital assets 
Other assets 


Total assets 
DEFERRED OUTFLOWS OF RESOURCES 


LIABILITIES 
Accounts payable 
Due to other PERB plans 
Unearned revenue 
Amounts held in custody for others 
Securities lending liability (Note 3) 
Compensated absences payable 
Net pension liability (Note 6) 
OPEB implicit rate subsidy (Note 7) 


Total liabilities 
DEFERRED INFLOWS OF RESOURCES 


NET POSITION 
Held in trust for pension benefits 
and other purposes 


$ 


PENSION 
(AND OTHER 
EMPLOYEE 
BENEFIT) 
TRUST FUNDS 


295,757 $ 


25,916 
268 
34,451 
925 

26 


61,586 
10,637,092 
681,160 
11,318,252 
62,235 


35 
186 
96 
225 
(231) 
6,795 


7,106 


11,744,936 


316 


11,673,439 $ 


PRIVATE- 
PURPOSE 
TRUST FUNDS 
98,146 $ 


17 
dT, 


154,943 
154,943 


37,402 
290,508 


290,499 $ 


The notes to the financial statements are an integral part of this statement. 


INVESTMENT 
TRUST 


1,033,403 $ 


968 


968 


12,771 


12,771 
100 


1,047,242 


936 


100 


1,036 


1,046,206 $ 


AGENCY 
FUNDS 


33,484 


609 


609 


438 


34,531 


466 


34,065 


34,531 


STATEMENT OF CHANGES IN FIDUCIARY NET POSITION 
FIDUCIARY FUNDS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2017 

(amounts expressed in thousands) 


PENSION 
(AND OTHER 
EMPLOYEE PRIVATE- 
BENEFIT) PURPOSE 
TRUST FUNDS TRUST FUNDS 

ADDITIONS 
Contributions/premiums: 

Employer $ 243,314 $ -$ 

Employee 234,839 - 

Other contributions 104,173 15,228 
Net investment earnings: 

Investment earnings 1,296,417 13,511 

Administrative investment expense (56,387) 
Securities lending income 3,141 
Securities lending expense (1,237) 
Charges for services 587 - 
Other additions 540 5,066 

Total additions 1,825,387 33,805 
DEDUCTIONS 
Benefits 823,355 
Refunds 23,588 - 
Distributions - 33,525 
Administrative expenses: 

Personal services 5,108 

Contractual services 5,466 841 

Supplies/materials 160 

Depreciation 25 

Amortization 508 

Utilities/rent 384 

Communications 214 

Travel 60 

Repair/maintenance 19 

Other operating expenses 424 86 
Local assistance 6 
Transfers to MUS-RP 128 
Transfers to PERS-DCRP 1,420 

Total deductions 860,865 34,452 

Change in net position 964,522 (647) 

Net position - July 1 - as previously reported 10,708,919 291,146 
Adjustments to beginning net position (Note 2) (2) 
Net position - July 1 - as adjusted 10,708,917 291,146 
Net position - June 30 $ 11,673,439 $ 290,499 $ 


The notes to the financial statements are an integral part of this statement. 


INVESTMENT 
TRUSTS 


1,214,996 
7,667 


26 
(11) 


1,222,678 


1,079,412 


1,079,412 
143,266 
902,940 


902,940 
1,046,206 
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NOTES TO THE FINANCIAL STATEMENTS 
NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 


The accompanying financial statements for the State of Montana (State) have been prepared in accordance with 
Generally Accepted Accounting Principles (GAAP), as prescribed by the Governmental Accounting Standards 
Board (GASB). 


A. Reporting Entity 


For financial reporting purposes, the State includes funds that comprise the primary government and its component 
units. The component units are entities that the State is financially accountable for, or whose relationship with the 
State is such that exclusion would cause the State's financial statements to be misleading or incomplete. GASB has 
set forth criteria to be considered in determining financial accountability. This criteria includes appointing a voting 
majority of an organization's governing body, and (1) the ability of the State to impose its will on that organization 
or (2) the potential for the organization to provide specific financial benefits to, or impose specific financial burdens 
on, the State. 


Discretely Presented Component Units 

These component units are entities that are legally separate from the State because they possess corporate powers, 
but are financially accountable to the State, or whose relationships with the State are such that exclusion would 
cause the State's financial statements to be misleading or incomplete. Complete financial statements of the 
individual component units, which issue separate financial statements, can be obtained from their respective 
administrative offices. The condensed financial statements, presented in Note 18, include the financial data of the 
entities listed below. 


Complete financial statements for each of the individual discretely presented component units may be obtained at 
the following addresses: 


Montana Board of Housing Montana State Fund 

301 South Park, Room 240 855 Front Street 

PO Box 200528 PO Box 4759 

Helena, MT 59620-0528 Helena, MT 59604-4759 

Facility Finance Authority Universities and Colleges 

2401 Colonial Drive, 3" Floor Commissioner of Higher Education 
PO Box 200506 2500 Broadway Street 

Helena, MT 59620-0506 Helena, MT 59620-3201 


Montana Board of Housing (MBOH) — MBOH, which is a legally separate entity, is governed by a quasi-judicial 
board appointed by the Governor. It was created in 1975 to facilitate the availability of decent, safe, and sanitary 
housing to persons and families of lower income. MBOH issues negotiable notes and bonds to fulfill its purposes. 
The total amount of notes and bonds outstanding at any time may not exceed $1.5 billion. The discount price of 
bonds sold, not the face amount of the bonds, counts against this statutory ceiling. Neither the faith and credit nor 
taxing power of the State of Montana may be pledged for the amounts so issued. MBOH is attached to the State of 
Montana, Department of Commerce for administrative purposes only. MBOH is audited annually by the State’s 
Legislative Audit Division. 


Facility Finance Authority (FFA) — FFA, which is a legally separate entity, is governed by a quasi-judicial board 
appointed by the Governor with the advice and consent of the Senate. FFA assists eligible, nonprofit Montana health 
care and other community-based service providers to obtain and maintain access to the broadest range of low-cost 
capital financing as possible. FFA issues revenue bonds to fulfill its purposes. Neither the faith and credit or taxing 
power of the State of Montana may be pledged for the amounts so issued. FFA is attached to the State of Montana, 
Department of Commerce for administrative purposes only. Individual financial reports are issued every two years 
and are audited by the State’s Legislative Audit Division. 


Montana State Fund (MSF) — MSF is a nonprofit, independent public corporation established under Section 39-71 of 
the Montana Code Annotated (MCA). MSF provides Montana employers with an option for workers’ compensation 
and occupational disease insurance and guarantees available coverage for all employers in Montana. MSF is 
governed by a seven member Board of Directors appointed by the Governor. This Board has full power, authority, 
and jurisdiction in the administration of MSF. MSF is attached to the State of Montana, Department of 
Administration for administrative purposes only. MSF is reported on a calendar year basis and is audited annually 
by the State’s Legislative Audit Division. 


MSF functions as an autonomous insurance entity supported solely from its own revenues. All assets, debts, and 
obligations of MSF are separate and distinct from assets, debts, and obligations of the State of Montana. If MSF is 
dissolved by an act of law, the assets held by MSF are subject to the disposition provided by the Legislature enacting 
the dissolution with due regard given to obligations incurred and existing (Section 39-71-2322, MCA). 


MSF handles the administration of the claims of Montana State Fund and State of Montana (Old Fund) including: 
determining who a claimant is; what, if any, claims will be paid; and the amount of claims allowed to be paid. Old 
Fund covers workers’ compensation claims that were incurred before July 1, 1990, and is reported within the 
governmental activities of the primary government, on the government-wide financial statements. 


Universities and Colleges — The State Board of Regents has responsibility for the following institutions: Montana 
State University - Bozeman and the units under it including Montana State University - Billings, Montana State 
University - Northern, and Great Falls College Montana State University; and University of Montana - Missoula and 
the units under it including Montana Tech of the University of Montana, University of Montana - Western and 
Helena College University of Montana. All units are funded through state appropriations, tuition, federal grants, and 
private donations and grants. The universities are audited annually by the State’s Legislative Audit Division. 


Though the following organizations perform functions related to the Montana University System, they are not 
considered part of Montana's reporting entity: (1) Community Colleges which are considered part of local units of 
government; (2) the Montana Higher Education Student Assistance Corporation, a private nonprofit corporation; and 
(3) the Student Assistance Foundation of Montana, a private nonprofit corporation. Entities such as local school 
districts and local authorities of various kinds are considered part of local units of government and have not been 
included. The state and federal support of local public education systems is reported in the General Fund, the State 
Special Revenue Fund and Federal Special Revenue Fund. 


Fiduciary Fund Component Units 
Complete financial statements for each of the individual fiduciary fund component units may be obtained at the 
following addresses: 


Teachers’ Retirement System Public Employees’ Retirement Board 
1500 East Sixth Avenue 100 North Park, Suite 200 

PO Box 200139 PO Box 200131 

Helena, MT 59620-0139 Helena, MT 59620-0131 


Teachers’ Retirement System (Pension Trust Fund) — This retirement plan is a legally separate entity with a board 
appointed by the Governor. Its purpose is to provide retirement, disability, death and lump-sum payments to benefit 
recipients of Montana's public teaching profession. The plan is funded from employer and employee contributions, 
investment earnings, and the State’s General Fund. The benefit payments and administrative costs of the Teachers’ 
Retirement System are paid from the same funding sources. The system is audited annually by the State’s 
Legislative Audit Division. Further detail related to the Teachers’ Retirement System is provided in Note 6. 


Public Employees’ Retirement Board (Pension and Other Employee Benefit Trust Funds) — The Public Employees’ 
Retirement Board (PERB) is appointed by the Governor and administers eleven separate plans for the purpose of 
providing retirement, disability, death, and lump-sum payments to plan members. These legally separate plans 
include the Public Employees’ Retirement Plan — Defined Benefit and Defined Contribution and the associated 
education funds; the Judges’; the Highway Patrol Officers’; the Sheriffs’; the Game Wardens’ and Peace Officers’; 
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the Municipal Police Officers’; the Firefighters’ Unified Retirement Systems; the Volunteer Firefighters’ 
Compensation Act; and the State of Montana Deferred Compensation Program (457 Plan) retirement plans. The 
board also administers an Other Post Employment Benefit (OPEB) disability plan on behalf of Public Employees’ 
Retirement Plan-Defined Contribution members. 


PERB is responsible for the eleven separate public employee plans, including the Deferred Compensation Program 
and Other Post Employment Benefit plan. These are reported as pension and other employee benefit trust funds. The 
board is audited annually by the State’s Legislative Audit Division. Further detail related to the PERB is provided 
in Note 6 and its OPEB plan information is provided in Note 7. 


B. Government-wide and Fund Financial Statements 


The government-wide financial statements, Statement of Net Position and Statement of Activities, report 
information on all of the non-fiduciary activities of the State of Montana and its component units. For the most part, 
the impact of interfund activity has been removed from these statements. Governmental activities, which are 
normally supported by fees, taxes, and intergovernmental revenues, are reported separately from business-type 
activities, which rely to a significant extent on fees and charges for support. Likewise, the State of Montana is 
reported separately from certain legally separate component units for which the State is financially accountable. 


The Statement of Activities demonstrates the degree to which the direct expenses of a function are offset by program 
revenues. Direct expenses are those that are clearly identifiable with a specific function. Certain indirect costs are 
included in the program expense reported for the individual functions and activities. Program revenues include (1) 
charges to customers or applicants who purchase, use, or directly benefit from goods, services, or privileges 
provided by a given function; and (2) grants and contributions restricted to meeting the operational or capital 
requirements of a particular function. Taxes and other revenues not meeting the definition of program revenues are 
reported as general revenues. The State does not allocate indirect expenses to functions in the Statement of 
Activities. 


Separate fund financial statements are provided for governmental, proprietary, and fiduciary funds. Major individual 
governmental and major individual enterprise funds are reported as separate columns in the fund financial 
statements. Fiduciary fund statements are reported only in the fund financial statements. 


C. Measurement Focus, Basis of Accounting, and Financial Statement Presentation 


Government-wide, Proprietary, and Fiduciary Fund Financial Statements 

The government-wide, proprietary fund, and fiduciary fund financial statements are reported using the economic 
resources measurement focus and the accrual basis of accounting. Revenues are reported when earned; expenses are 
recorded when a liability is incurred regardless of the timing of the related cash flows. Property taxes are recognized 
as revenues in the year for which they are levied. Grants and similar items are recognized as revenues as soon as all 
of the eligibility requirements imposed by the provider are met. Agency funds report only assets and liabilities, 
recognizing receivables and payables using the accrual basis of accounting. 


As a general rule, material interfund revenues and expenses have been eliminated from the government-wide 
financial statements. These have not been eliminated where their elimination would distort the direct costs and 
program revenues of the functions involved. 


Governmental Fund Financial Statements 

Governmental fund financial statements are reported using the current financial resources measurement focus and 
the modified accrual basis of accounting. Revenues are recognized when they are realizable, measurable, earned, 
and available. Revenue is considered realizable when it is probable the amount will be collected. Revenue is 
considered measurable and realizable if the precise amount is known because the transaction is completed, or if 
there is enough information to provide a reasonable estimate of the net realizable revenue to be received. Revenue is 
considered to have been earned when the exchange of goods or services has taken place. Revenue is considered to 
be available if it is collectible within the current period, or soon enough thereafter, to pay liabilities of the current 
period. For this purpose, the State considers revenue available if it is expected to be collected within 60 days of the 
end of the current fiscal period. Expenditures generally are recorded when a liability is incurred, as under accrual 


accounting. However, debt service expenditures as well as expenditures relating to compensated absences, claims, 
and judgments are recorded only when payment is due. 


The major revenue sources considered susceptible to accrual are licenses and permits, natural resource taxes, 
individual income taxes, corporate income taxes, property taxes, fuel taxes, and certain federal revenues 
(reimbursable grants and U.S. mineral royalties). All other revenue is considered to be measurable and available 
when the cash is received. 


Fund Financial Statements 

The State uses funds to report on its financial position and the results of its operations. A fund is a separate 
accounting entity with a self-balancing set of accounts. Fund accounting is designed to demonstrate legal 
compliance and to aid financial management by segregating transactions related to certain government functions or 
activities. 


The financial activities of the State of Montana are classified into fund categories as described below: 


Governmental Funds 
General Fund — To account for all governmental financial resources, except those required to be accounted for in 
another fund. 


Special Revenue Funds — To account for the proceeds of specific revenue sources restricted to expenditure for 
specified purposes other than major capital projects. (1) The State Special Revenue Fund accounts for activities 
funded from state resources used to account for and report the proceeds of specific revenue sources that are 
restricted or committed to expenditure for specified purposes other than debt service or capital projects. Several 
funds are defined in statute as Permanent Funds, however per GASB Statement No. 54, Fund Balance Reporting 
and Governmental Fund Type Definitions (GASB 54), these funds should be reported within the State Special 
Revenue Fund. The respective effect on fund balance is approximately an $84.2 million increase. One specific fund 
is defined in statute as a Federal Special Revenue Fund, however per GASB 54, this fund should be reported within 
the State Special Revenue Fund. The respective effect on fund balance is approximately a $20.4 million increase. 
(2) The Federal Special Revenue Fund accounts for activities funded from federal sources used in the operation of 
state government. 


Debt Service Funds — To account for resources accumulated for payment of principal and interest on general long- 
term obligation debt. 


Capital Projects Funds — To account for resources used for the acquisition or construction of major capital facilities, 
other than those financed by proprietary or trust funds. 


Permanent Funds — To account for resources that are permanently restricted to the extent that only earnings, not 
principal, may be used for the purposes of supporting the government’s programs. Several funds are defined in 
statute as Permanent Funds, however per GASB 54 these funds should be reported within the State Special Revenue 
Fund. 


Proprietary Funds 

Enterprise Funds — To account for operations: (1) financed and operated similar to private business enterprises, 
where the intent of the Legislature is to finance or recover costs primarily through user charges; (2) where the 
Legislature has decided periodic determination of revenue earned, expenses incurred, or net income is appropriate; 
(3) where the activity is financed solely by a pledge of the net revenues from fees and charges of the activity; or (4) 
when laws or regulations require that the activities’ costs of providing services, including capital costs, be recovered 
with fees and charges rather than with taxes or similar revenues. The primary focus of fee revenues charged by 
enterprise funds is users outside of the primary government. 


Internal Service Funds — To account for the financing of goods and services provided by one department or agency 
to other departments, agencies, or other governmental entities on a cost-reimbursement basis. 
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The State of Montana reports two employee group benefits funds. The MUS Group Insurance Fund primarily 
charges its fees to Montana State University and the University of Montana. The universities are reported as 
discretely presented component units, which the State considers to be external users, and as such, reports the MUS 
Group Insurance Fund as an enterprise fund. The Employee Group Benefits Fund charges its fees to funds of the 
primary government, and as such, is reported as an internal service fund. 


Fiduciary Funds 

Fiduciary Funds are used to account for assets held by the State in a trustee capacity or as an agent for individuals, 
private organizations, or other governments. These assets cannot be used to support the government’s own 
programs. 


Pension (and Other Employee Benefit) Trust Funds — To account for resources that are required to be held in trust 
for the members and beneficiaries of the State’s defined benefit plans, defined contribution plans, other retirement 
plans and other post employment benefit plan. Plan members receive retirement, disability, death, and lump-sum 
payments from the fund. Further detail related to the individual plans is provided in Note 6 and Note 7. 


Private-Purpose Trust Funds —To account for assets held by the State in a trustee capacity, where both the principal 
and earnings benefit individuals, private organizations, or other governments. Examples include the State’s 
escheated property fund, unliquidated security bonds held on deposit from self-insured employers, environmental 
reclamation, and bonds held in trust. 


Investment Trust Fund — To account for the receipt of monies and the distribution of related investment earnings to 
local government agencies by the Montana Board of Investments for investment in the Short-term Investment Pool 
(STIP) and Trust Fund Investment Pool (TFIP). 


Agency Funds — To account for assets held by the State as an agent for individuals, private organizations, and other 
governments. For example, various agencies hold deposits pending compliance with performance agreements. Other 
examples include monies belonging to state institution residents and child support payments from parents. 


Major Governmental Funds 
The General Fund is the State’s primary operating fund, as previously defined. 


The State Special Revenue Fund accounts for activities funded from state sources, which are restricted either legally 
or administratively for particular costs of an agency, program, or function. 


The Federal Special Revenue Fund accounts for activities funded from federal sources used in the operation of state 
government. 


The Coal Severance Tax Permanent Fund, created by Article IX, Section 5 of the Montana State Constitution, 
receives 50% of all coal tax collections. The principal in this fund can be expended only upon affirmative vote of 
three-fourths of each house of the Legislature. 


The Land Grant Permanent Fund accounts for lands granted to the State for support of public schools and state 
institutions. 


Major Enterprise Funds 

The Unemployment Insurance Fund accounts for employer contributions deposited with the Secretary of the 
Treasury of the United States to the credit of the State’s unemployment trust fund. Unemployment benefits are paid 
from this fund to eligible recipients. 


The Economic Development Bonds Fund (EDB) accounts for the Economic Development Bond Act (EDBA) 
programs and the Municipal Finance Consolidation Act (MFCA) programs. The EDBA programs provide 
qualifying Montana businesses access to tax-exempt funds through the issuance of conduit (no-commitment) debt. 
The MFCA programs provide low cost funds to eligible Montana governments to finance capital 
expenditures. Separately issued financial statements may be obtained by contacting the Montana Board of 
Investments, 2401 Colonial Drive, 3rd Floor, PO Box 200126, Helena, MT 59620-0126. 


D. Proprietary Activity Accounting and Financial Reporting 


Proprietary funds distinguish operating revenues and expenses from non-operating items. Operating revenues 
generally result from providing services and delivering goods in connection with a proprietary fund’s principal 
ongoing operations. Operating expenses for enterprise and internal service funds include the cost of sales and 
services, administrative expenses, and depreciation on capital assets. All revenues and expenses not meeting these 
definitions are reported as non-operating. 


E. Cash/Cash Equivalents 


For all funds, cash and cash equivalents consist of amounts deposited in the State Treasurer’s pooled cash account, 
cash deposits in checking accounts, cash invested in the Short-term Investment Pool (STIP), cash held by trustees, 
undeposited cash held by individual state agencies, and investments categorized as cash equivalents, which are 
short-term, highly liquid investments with original maturities of three months or less. Further detail related to cash 
and cash equivalents is provided in Note 3. 


F. Receivables 


This classification, net of estimated uncollectibles, consists primarily of receivables for goods sold and services 
provided; short-term loans and notes, interest and dividends, taxes due within 60 days of fiscal year-end, and 
income, withholding, and inheritance taxes that are past due. An allowance for uncollectible taxes is provided based 
upon historical analysis. Further detail related to receivables is provided in Note 4. 


G. Inventories 


Inventories of materials and supplies are reported at cost. The State allows agencies to use any generally accepted 
inventory pricing method, but specifies the first-in, first-out method generally to be appropriate for most agencies. 
Governmental funds use the "purchase method," meaning inventory purchases are recorded as expenditures. At 
fiscal year-end, inventory balances are shown as nonspendable, indicating they do not constitute available 
expendable resources. Proprietary and fiduciary funds report using the "consumption method," meaning inventories 
are expensed as used. 


H. Restricted Net Position 


Certain investments of the Economic Development Bonds Fund are classified as restricted net position on the 
Statement of Fund Net Position for proprietary funds because their use is limited by applicable bond indenture 
agreements. Net position associated with the Unemployment Insurance Fund is also classified as restricted. 


I. Equity in Pooled Investments 


To account for the custody of monies, the Montana Board of Investments (BOI) uses one internal investment pool 
and one external investment pool. The internal investment pool is the Consolidated Asset Pension Pool (CAPP). 
The external investment pool is the Trust Fund Investment Pool (TFIP). Current State agency participation in the 
pools is within the enterprise funds, permanent funds, private-purpose trust funds, investment trust funds, pension 
trust funds, Montana University System Units, and specific funds established within the State Special Revenue 
Fund. The State’s nine retirement funds can only participate in CAPP. Other State agencies and qualifying local 
governments can participate in TFIP. The participant investments in the pools are reported at fair value in the assets 
within the individual funds. Further detail related to cash and cash equivalents and investments is provided in Note 
3 


J. Investments 


For agencies whose investment needs are not met by BOI’s established investment pools, BOI provides separate 
investments, which are combined and reported as All Other Funds (AOF). AOF participants have direct fixed 
income, equity and Montana mortgage and loan investments. AOF investments are reported at fair value. Other 
State agencies, on a limited basis by statute, may administer other long-term investments. Certain securities 
including asset-backed securities, variable-rate instruments, zero-coupon bonds, preferred stocks, and mortgage- 
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backed securities are purchased for portfolio diversification and a competitive rate of return. Most investments are 
reported at fair value on the Statement of Net Position. Further detail related to investments is provided in Note 3. 


K. Capital Assets 


Capital asset valuation is based on actual historical cost or, in the case of donations, acquisition value. General 
government infrastructure capital assets are capitalized and reported on the government-wide financial statements. 
Infrastructure assets of proprietary funds are capitalized on the fund financial statements. Interest incurred during the 
construction of capital assets for proprietary funds and higher education units is capitalized. The State has chosen to 
use the depreciation approach for infrastructure assets and is reporting accumulated depreciation on the Statement of 
Net Position and depreciation expense on the Statement of Activities for these assets. Further detail related to capital 
assets is provided in Note 5. 


Capital assets in proprietary, private-purpose trust, and pension trust funds are accounted for within their respective 
funds and are depreciated or amortized. Depreciation is on a straight-line basis with estimated useful lives of 25 to 
60 years for buildings, 10 to 50 years for infrastructure, 7 to 20 years for building improvements and 3 to 10 years 
for equipment. State agencies are also required to extend or shorten the useful lives of capital assets to reflect their 
actual experience or industry standards when appropriate. Amortization is on a straight-line basis with estimated 
useful lives of 4 years for software (internally and externally generated), 30 years for land use rights, and 20 years 
for other intangibles. 


The capitalization limit for buildings and building/land improvements is $25,000. The capitalization threshold for 
infrastructure and internally-generated software is $500,000. The capitalization threshold for intangible assets is 
$100,000. The capitalization limit for other capital assets is $5,000. Agencies are allowed to capitalize additions to 
collections and land acquisitions at any cost. Purchases under these thresholds are recorded as expenditures/expenses 
in the current period. 


L. Deferred Outflows, Deferred Inflows, and Unearned Revenue 


A deferred outflow of resources is a consumption of net assets by the government that is applicable to a future 
reporting period. A deferred inflow of resources is an acquisition of net assets by the government that is applicable 
to a future reporting period. Deferred outflows and inflows of resources may include financial transactions related to 
refunding debt, non-exchange transactions, derivative investment, and pension related components and are reported 
on both the government-wide and proprietary fund financial statements. Additionally, deferred inflows of resources 
may include financial transactions related to unavailable revenue on the governmental fund financial statements. 
Unavailable revenue is reported when assets are recognized, but those assets are not considered available to pay 
liabilities of the current period. Unearned revenue is recognized as a liability on government-wide, governmental 
and proprietary fund financial statements. Further detail related to deferred outflows of resources and deferred 
inflows of resources is provided in Note 4. 


M. Long-term Obligations 


Long-term obligations expected to be financed from governmental funds are reported on the government-wide 
financial statements. Long-term debt is recognized as a liability of a governmental fund when due, or when 
resources have been accumulated in the debt service fund for payment early in the following year. For other long- 
term obligations, only that portion expected to be financed from current expendable available financial resources is 
reported as a fund liability of a governmental fund on the fund financial statements. The remaining portion of such 
obligations is reported on the government-wide financial statements. Long-term liabilities expected to be financed 
from proprietary and fiduciary fund operations are accounted for in those funds. Further detail related to 
leases/installment purchases payable and state debt is provided in Note 10 and Note 11, respectively. 


N. Capital Leases 


A capital lease is a lease which transfers benefits and risks of ownership to the lessee. At the inception of a capital 
lease, on the government-wide, proprietary fund, and fiduciary fund financial statements, a capital asset and a capital 
lease liability are recorded at the present value of the future minimum lease payments. On the governmental fund 
financial statements no asset or liability is recorded related to assets under capital leases. Rather, on the 


governmental fund financial statements, at the inception of a capital lease, capital outlay expenditures and other 
financing sources (inception of lease/installment contract) are recorded at the net present value of the minimum 
lease payments. Further detail related to capital leases is provided in Note 10. 


O. Bond Discounts/Premiums/Issuance Costs 


Bond premiums and discounts, as well as issuance costs, are recognized in the period they are incurred. Bond 
proceeds and bond premiums are reported as an other financing source, and bond discounts are reported as an other 
financing use. Issuance costs are reported as debt service expenditures whether or not they are withheld from the 
bond proceeds. Bonds payable are recorded net of any applicable premium or discount. Further detail related to 
long-term debt is provided in Note 11. 


P. Compensated Absences 


Full-time state employees earn vacation leave ranging from 15 to 24 days per year depending on the individual's 
years of service. Teachers employed by the State do not receive vacation leave. Vacation leave may be accumulated 
and carried over from one year to the next. The carryover is limited to two times the maximum number of days 
earned annually. Sick leave is earned at the rate of 12 days per year with no limit on accumulation. Each 
contribution year, an employee may contribute a maximum of 80 hours of sick or annual leave to a nonrefundable 
sick leave pool. Excess annual leave that is being forfeited can also be contributed, with no maximum contribution. 
The adjusted ending balance of the pool for June 30, 2016, was 21,533 hours. For fiscal year 2017, 718 sick leave 
hours, 157 annual leave hours, and 2,759 excess annual leave hours were contributed to the sick leave pool, and 
2,287 hours were withdrawn, leaving a balance of 22,880 hours in the pool. The liability associated with the pool is 
not reported in the accompanying financial statements because these hours are nonrefundable to contributors, except 
by grants approved through an application process. 


Vested or accumulated leave for proprietary and fiduciary funds is recorded as an expense and liability of those 
funds in the fund financial statements. For governmental funds, the liability is not expected to be liquidated with 
expendable financial resources. The expenditure and liability for the governmental funds is reported only on the 
government-wide financial statements. Upon retirement or termination, an employee is paid for 100% of unused 
vacation leave and 25% of unused sick leave. Further detail related to compensated absences is provided in Note 11. 


Q. Nonexchange Financial Guarantee 


BOI provides loan guarantees from the Coal Severance Tax Fund to the Facility Finance Authority (FFA). BOI 
exposure to bond issues, surety bonds, and designated loans of the FFA totaled $71.4 million as of June 30, 2017. 
FFA is a discretely presented component unit of the State of Montana. FFA guarantee requests are submitted to BOI 
for review and approval. BOI’s participation, either duration or any other consideration, to either purchase bonds or 
loans or to lend money for deposit into FFA’s statutorily allowed capital reserve account is explicitly limited by 
statute which requires BOI to act prudently. The guarantee requests from FFA pertain to bonds issued by FFA with 
a term of up to 40 years. BOI and FFA have entered into an agreement detailing repayment to BOI. BOI has not 
had to perform on any loan guarantee in the past. 


R. Fund Balance/Net Position 


Fund Balance 

The classifications for fund balance used for governmental funds are reported in two general classifications, 
nonspendable and spendable. Nonspendable represents the portion of fund balance that is legally or contractually 
required to remain intact or is not in spendable form such as inventories, and, in the General Fund, long-term notes 
and loans receivable. Spendable fund balance is further categorized as restricted, committed, assigned, and 
unassigned. 


The restricted fund balance category includes amounts that can be spent only for the specific purposes stipulated by 
the State Constitution or external parties, such as the federal government, or through enabling legislation. For the 
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purpose of determining restricted amounts, enabling legislation does not include commitments resulting from State 
legislation if these constraints can be removed or changed by a similar legislative action. 


The committed fund balance classification includes amounts that can be used only for the specific purposes 
determined by a formal action of the government’s highest level of decision-making authority, the State’s 
Legislature, through legislation passed into law. 


Amounts, in the assigned fund balance classification, are intended to be used by the government for specific 
purposes, but they do not meet the criteria to be classified as restricted or committed. Assignments of fund balance 
are created by the executive branch. In governmental funds other than the General Fund, assigned fund balance also 
represents the remaining amount that is not restricted or committed. The assigned fund balance for the General Fund 
are encumbrances and assignments for the portion of current General Fund balance that is projected to be used to 
fund expenditures and other cash outflows in excess of the expected revenues and other cash inflows in fiscal years 
as needed. There is not a projected spend down for fiscal year 2018, thus a related assignment of fund balance is not 
reported at 2017 fiscal year-end. 


Unassigned fund balance is the residual classification for the General Fund and includes all spendable amounts not 
contained in the other classifications. In other funds, the unassigned classification should be used only to report a 
deficit balance resulting from overspending for specific purposes for which amounts had been restricted, committed, 
or assigned. 


The State generally segregates restricted, committed, and assigned resources by account (sub-fund) within the 
governmental funds, other than the General Fund. When resources meeting more than one of these spendable 
classifications are commingled in an account on the State’s accounting system the assumed order of spending is 
restricted first, committed second, and finally assigned. State statute requires non-General Fund money be spent first 
whenever possible so any related available unassigned balance would be spent last. 


Minimum General Fund - Fund Balance 

As of June 30, 2017, the State did not maintain a stabilization fund. However, statute provides a minimum fund 
balance amount as follows: Section 17-7-140, MCA, defines minimum ending fund balance and specifies the 
procedures that must be followed to make expenditure reductions if a projected ending fund balance drops below 
minimum statutory requirements. 


If the Budget Director determines that a deficit exists, statute requires reductions that must be made to assure that 
the projected ending fund balance is in compliance with the minimum ending fund balance of General Fund 
appropriations for the biennium. Under circumstances when a deficit of this level is projected during a biennium, 
the Governor may direct reductions from any General Fund expenditure not exempted by Section 17-7-140, MCA, 
including House Bill (HB) 2 (the State’s main appropriation bill), any other appropriation bills, statutory 
appropriations, or language appropriations. Reductions may not exceed 10% of General Fund appropriations for any 
single “program,” as defined in HB 2. If a program has more than one appropriation, the reduction for one or more 
of the appropriations may exceed 10% as long as the reduction for the program as a whole does not exceed 10%. 


The Legislative and Judicial branches, the Montana School for the Deaf and Blind, principal and interest on state 
debt, salaries of elected officials, and public school BASE funding are exempt, statutorily, from reductions. These 
exemptions shield approximately one-third of General Fund appropriations from reduction. Of the remaining 
expenditures, the Governor may not direct executive agencies headed by elected officials or the Board of Regents to 
reduce their expenditures by more than the average reduction percentage imposed upon all other executive branch 
agencies. 


Net Position 

In funds other than governmental, net position represents the difference between assets plus deferred outflows of 
resources and liabilities plus deferred inflows of resources. The net investment in the capital assets portion of net 
position consists of capital assets, net of accumulated depreciation, reduced by the outstanding balances of any 
borrowing used for the acquisition, construction, or improvement of those assets. Net position is reported as 
restricted when there are limitations imposed on their use either through constitutional provisions, enabling 


legislation or through external restrictions imposed by creditors, grantors, or laws or regulations of other 
governments. The government-wide Statement of Net Position reported restricted net position of $ 3.3 billion. 


S. Property Taxes 


Real property taxes are normally levied in October and are usually payable in two installments on November 30 and 
May 31. These taxes attach as an enforceable lien immediately if not paid when due. 


Personal property tax levies are set each August, and notices are normally mailed the following March or April. Half 
of mobile home taxes are due in 30 days and the remaining half on September 30. Taxes on all other types of 
personal property are to be paid in full 30 days after receipt of the notice. Property tax payments are recognized as 
deferred inflows of resources if received prior to levy or availability. 


Personal property taxes attach as an enforceable lien immediately if not paid when due. Property taxes are collected 
by each of Montana's 56 counties. The counties then remit the State's portion to the State Treasury. The majority of 
these taxes help fund public school systems and higher education. 


T. Other Taxes 


On the Statement of Activities, the revenue category “Other Taxes” consists of the following taxes (in thousands): 


State Other 
General Special Governmental = Business- 
Fund Revenue Funds Type Funds Total 

Accommodations $ 22,808 $ 30,761 $ - $ 19 $ 53,588 
Agriculture sales - 9,099 - - 9,099 
Cigarette/tobacco 36,774 46,543 1,762 - 85,079 
Car rental 3,272 1,091 - - 4,363 
Contractors gross receipts 3,078 : - : 3,078 
Energy tax 7,465 - - - 7,465 
Fire protection - 3,597 - - 3,597 
Hospital benefit assessment 4,351 - - - 4,351 
Insurance premium 75,357 30,426 - - 105,783 
Light vehicle registration - 4,243 - : 4,243 
Liquor tax 5,432 2,194 - 27,939 35,565 
Livestock - 4,810 - - 4,810 
Other taxes 333 1,557 - - 1,890 
Public service commission - 4,737 - - 4,737 
Railroad car companies 3,806 - - - 3,806 
Telephone license 15,517 - - - 15,517 
Video gaming 59,956 7 - - 59,963 

Total other taxes $238,149 $139,065 $1,762 $27,958 $406,934 


U. Tax Abatements 


In the Montana Board of Investment’s (BOI) Commercial Loan Program within the AOF, by statute, the 
infrastructure loan program is funded by an $80.0 million allocation. Eligible local governments request a loan for 
constructing or purchasing infrastructure to be used by a basic sector business. The basic sector business will pay a 
user fee to the local government that is pledged to BOI for the loan repayment. BOI reviews each loan and, only 
upon verification that the entities meet the loan requirements, is the loan approved by BOI. The local government 
entity must pass a resolution authorizing the acceptance of the commitment agreement. BOI indemnifies the local 
government regarding repayment of the loan. 


To be eligible for the program, the basic sector business must create at least 15 full-time basic sector jobs. The 
maximum loan size is $16.7 thousand times the number of full-time jobs created and the minimum loan size is 
$250.0 thousand. The maximum loan term is 25 years. There is also up to a 2.5% interest rate reduction for job 
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creation. The reduction will be reflected in the user fee rate charged the basic sector business upon BOI review and 
approval. The basic sector business must create the required jobs within four years of the agreement. If the basic 
sector business does not create the required jobs within the four-year period, then the basic sector business must pay 
down the loan balance of the local government entity until the loan balance matches the eligible amount per the jobs 
created. BOI may increase the interest rate commensurate with the number of jobs eliminated if the borrower 
eliminates 10 or more qualifying jobs. The basic sector business must annually provide payroll documentation to 
BOI. 


Pursuant to statute, a business that is created or expanded as the result of an Infrastructure Loan is entitled to a credit 
against either their State individual income taxes or corporate income taxes for the portion of the fees attributable to 
the use of the infrastructure. The total amount of tax credit claimed may not exceed the amount of the loan. The 
credit may be carried forward for seven years or carried back for three years. 


During the fiscal year ended June 30, 2017, basic sector business entities made total user fee payments of $3.2 
million, representing $2.1 million of principal and $1.1 million in interest. During the fiscal year ended June 30, 
2017, a total of $3.4 million was claimed as a credit against State individual and corporation tax. The following table 
details the fiscal year 2017 credit claimed by tax type and the tax year it was applied against (in thousands): 


Infrastructure Credit Claimed 


Tax Year Tax Year 
2016 2015 Total 
Corporate income tax $229 $ 275 $ 504 
Individual income tax 41 2,813 2,854 


Total amount claimed $270 $3,088 $3,358 


NOTE2. OTHER ACCOUNTING CHANGES 
A. New Accounting Guidance Implemented 


For the year ended June 30, 2017, the State of Montana implemented the provisions of GASB Statement No. 77, Tax 
Abatement Disclosures (GASB 77). This Statement requires disclosure of tax abatement information about (1) a 
reporting government’s own tax abatement agreements and (2) those that are entered into by other governments and 
that reduce the reporting government’s tax revenues. 

For the year ended June 30, 2017, the State of Montana implemented the provisions of GASB Statement No. 82, 
Pension Issues—an amendment of GASB Statements No. 67, No. 68, and No. 73 (GASB 82). The objective of this 
Statement is to address certain issues that have been raised with respect to Statements No. 67, Financial Reporting 
for Pension Plans, No. 68, Accounting and Financial Reporting for Pensions, and No. 73, Accounting and Financial 
Reporting for Pensions and Related Assets That Are Not within the Scope of GASB Statement 68, and Amendments 
to Certain Provisions of GASB Statements 67 and 68. Specifically, this Statement addresses issues regarding (1) the 
presentation of payroll-related measures in required supplementary information, (2) the selection of assumptions and 
the treatment of deviations from the guidance in an Actuarial Standard of Practice for financial reporting purposes, 
and (3) the classification of payments made by employers to satisfy employee (plan member) contribution 
requirements. 


B. Adjustments to Beginning Net Position 


For the year ended June 30, 2017, there was an overall increase to the General Fund’s beginning fund balance. The 
most significant adjustments consisted of $10.5 million related to Medicaid grant overmatching and $6.9 million 
related to abandoned property. 
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NOTE 3. CASH/CASH EQUIVALENTS AND INVESTMENTS 


This note details the following asset classifications (in thousands): 


Cash/cash equivalents $ 3,414,078 
Equity in pooled investments $ 12,971,407 
Investments $ 3,281,306 


Carrying amounts for the bank balance for cash deposits and fair values for the State's cash equivalents and 
investments are presented in Tables 1 through 4. 


A. General 


Outside of statutory requirements, the State does not maintain a statewide risk policy for cash/cash equivalents or 
investments, held outside of the Montana Board of Investments (BOI). The investment risk policy for State 
cash/cash equivalents and investments, including the Economic Development Bonds (EDB) deposits and 
investments managed by BOI, have been detailed below. 


(1) BOI was created by the Legislature to manage the Unified Investment Program established by the State 
Constitution. The Unified Investment Program is comprised of state funds, including pensions, trusts, insurance, and 
cash. Local government entities can, by statute, only voluntarily invest in the Short Term Investment Pool (STIP). 
With a qualifying event, local government entities may also, by statute, invest in the long-term investment portion of 
the program. BOI manages the Unified Investment Program pursuant to the “Prudent Expert Principle” mandated by 
State law, which requires an investment manager to: 


1. discharge the duties with the care, skill, prudence, and diligence, under the circumstances then prevailing, 
that a prudent person acting in a like capacity with the same resources and familiar with like matters 
exercises in the conduct of an enterprise of a like character with like aims; 

2. diversify the holdings of each fund within the Unified Investment Program to minimize the risk of loss and 
to maximize the rate of return unless, under the circumstances, it is clearly prudent not to do so; and 

3. discharge the duties solely in the interest of and for the benefit of the funds forming the Unified Investment 
Program. 


BOI is not registered with the US Securities and Exchange Commission as an investment company. BOI’s 
investment program is governed by Investment Policy Statements (IPS) approved by BOI. 


Currently, only the nine retirement funds through participation in the Consolidated Asset Pension Pool (CAPP) and 
the Montana State Fund (Workers’ Compensation) may invest in public corporate capital stock. Neither State law 
nor the State Constitution place restrictions on retirement fund investments. BOI approves a separate IPS for each 
pool and All Other Funds (AOF) participant, which provides BOI staff a broad strategic framework under which the 
investments are managed. The IPS’s also reflect BOI approved asset allocation ranges. 


To facilitate management of the Unified Investment Program, BOI uses a combination of investment pools and 
specific accounts to meet the financial goals and expectations of agencies and entities which entrust these funds to 
BOI. The investment activity reported within BOI’s financial statements is included as part of the governmental, 
proprietary, and fiduciary fund financial statements within the CAFR. 


State agencies and local government entities may participate in one or more pools. By investing in pools, 
participants are provided broad diversification. State agencies may also have direct fixed income, equity, or loan 
investments. These investments are combined and reported as AOF. The pools, AOF Investments Managed, and 
eligible State participants are shown in the following table as of June 30, 2017: 
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Pool/investments Managed Name Creation Date Eligible Participants 

Consolidated Asset Pension Pool (CAPP) 03/31/17 Nine Retirement Funds Only 

Trust Funds Investment Pool (TFIP) 10/01/95 Various State Trust Funds 

Short Term Investment Pool (STIP) 07/01/74 All State Funds and Local Governments 
All Other Funds (AOF) Investments Managed NA Non-Pool State Agency Investments 


Prior to November 2016, the asset allocation for the pension-only funds focused on five pools: The Montana 
Domestic Equity Pool, Montana International Equity Pool, Retirement Funds Bond Pool, Montana Private Equity 
Pool, and the Montana Real Estate Pool. The only participants in these pools were the pension systems. In 
November 2016, upon recommendation of the Chief Investment Officer, BOI’s oversight board approved that the 
pension asset allocation was to focus on 13 asset classes versus the five pension-only pools. On March 31, 2017, 
BOI converted the five pension-only pools into a single CAPP, with 13 underlying asset classes, to align BOI’s 
accounting and performance structure with the more detailed asset allocation formally approved in November 2016. 
CAPP’s underlying asset classes are as follows: 


Asset Classes 


Domestic Equity Broad Fixed Income 
International Equity Investment Grade 

Private Equity Mortgage Backed Securities 
Real Estate High Yield 

Natural Resources Cash 

TIPS (US Treasury Inflation-Protected Securities) Diversified Strategies (1) 
US Treasury/Agency 


(1) Not funded as of June 30, 2017 


Separately issued investment Pool financial statements may be obtained by contacting: 


Montana Board of Investments 
2401 Colonial Drive, 3rd Floor 
PO Box 200126 

Helena, MT 59620-0126 


BOI’s separately issued Unified Investment Program financial statements include the activity for Montana State 
Fund (MSF) within AOF on a June 30, 2017, basis. MSF, a discretely presented component of the State, by statute, 
prepared separately issued financial statements on a calendar year-end basis. Due to the difference in reporting 
periods, there will be a variance between the note disclosures and the financial statements for cash/cash equivalents, 
equity in pooled investments, and investments. 


(a) Cash and cash equivalents consist of funds deposited by individual funds in the State Treasurer’s pooled cash 
account, cash deposits in checking accounts, cash invested in STIP, cash held by trustees, undeposited cash held by 
individual state agencies, and investments categorized as cash equivalents. 


Cash deposited with the State Treasurer’s pooled cash account is invested by BOI in short-term securities and other 
investments. Because these funds are immediately available to the individual funds, their investment in the pooled 
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cash account is reported as a cash equivalent. BOI also manages STIP, which provides individual State agencies and 
local governments an opportunity to invest excess cash in a pool that is managed to preserve principal while 
providing 24-hour liquidity. Because these pooled funds are invested in short-term, highly liquid investments, the 
individual fund investments in the STIP are reported as a cash equivalent. 


STIP investments are investments primarily in short-term, high quality, fixed income securities with a maximum 
maturity of 397 days or less. Variable securities shall have a maximum maturity of 2 years. STIP shall maintain a 
dollar-weighted average portfolio maturity of 60 days or less. 


(b) Investment securities are reported by investment portfolio and type in Table 2 — Cash Equivalents, Table 3 — 
Equity in Pooled Investments, and Table 4 — Investments. Included in the pool and Investments Managed assets are 
the value of the investment portfolios, cash, receivables for securities sold but not yet settled, and dividend/interest 
receivables. Included in the liabilities are payables for securities purchased but not yet settled, income due to 
participants, and other miscellaneous payables. 


Currency exposures may be hedged, in a defensive manner, at the discretion of the active managers to preserve the 
US dollar value of investments made. The managers are not allowed to engage in currency speculation. 


The net change in fair value of investments consists of the realized gains or losses and the unrealized increase or 
decrease in fair value of investments during the year. Realized gains and losses on sales of investments are 
computed based on the difference between the sales price and the original cost of the investment sold. Interest 
income is recognized when earned. Dividend income is recorded on the ex-dividend date. Income due to 
participants is recorded on the date due to participants. 


Investments are reported at fair value on a trade date basis. Quoted market prices, when available, have been used to 
value investments. The fair values for securities that have no quoted market prices represent estimated fair value. 
Alternative investment securities are valued using the most recent estimates of fair value from the investment 
manager. All investment portfolios presented in the Statement of Net Asset Value are at “fair” value. BOI 
categorizes its fair value measurements within the fair value hierarchy established by generally accepted accounting 
principles as follows: 


Level | — Quoted prices for identical assets or liabilities in active markets. 

Level 2 — Prices determined using inputs, other than quoted prices included within Level 1, that are observable for 
an asset or liability, either directly or indirectly. 

Level 3 — Prices are determined using unobservable inputs. 


CAPP invests directly in the underlying Pension Asset Classes (PAC) on behalf of the nine retirement systems 
within the BOI-approved asset allocation ranges. Each PAC has an underlying set of investment objectives and 
investment guidelines. For liquidity purposes, each PAC and external manager has a limited amount of cash/cash 
equivalents. With the PAC, it is invested in the State Street Short Term Investment Fund (STIF), which invests in 
high quality short-term securities. For external managers, it is invested per BOI established guidelines. The 13 
underlying CAPP asset classes are described below. 


Domestic Equity PAC - Invests primarily in US traded equity securities such as common stock. The type of 
portfolio structures utilized are separately managed accounts, commingled accounts, and exchange traded funds. 


International Equity PAC - Invests primarily in international equity securities that trade on foreign exchanges in 
developed and emerging markets. The type of portfolio structures utilized are separately managed accounts, 
commingled accounts, and exchange traded funds. 


Private Equity PAC - Invests in the entire capital structure of private companies. Investments are made through 
limited partnerships managed by a general partner. The limited partnerships typically have well-defined 
strategies such as buyout, venture, or distressed debt. Private Equity PAC investments are less liquid than other 
asset classes because the funds require a long holding period. Exchange traded funds are utilized to minimize 
the cash position. 


Real Estate PAC - Invests primarily in real estate properties. Transactions are privately negotiated by a general 
partner through a limited partnership or an open-end fund. The funds typically have well-defined strategies 
such as core, value-add, or opportunistic. Private Real Estate PAC investments are less liquid than other asset 
classes because the funds require a long holding period. Exchange traded funds are utilized to minimize the 
cash position. 


Natural Resource PAC - Invests primarily in energy and timber investments, but could include agriculture, 
water or commodity related funds. The investments are made through limited partnerships, managed by a 
general partner, and the funds are less liquid than other asset classes because they require a long holding period. 
Potential investment vehicles could include open-end funds, master limited partnerships, and exchange traded 
funds. 


Intermediate Treasury Inflation Protected Securities (TIPS) PAC - Invests primarily in intermediate US TIPS or 
US Treasury securities that are indexed to inflation. 


Intermediate US Treasury/Agency PAC - Invests primarily in debt obligations of the US Government including 
its agencies and instrumentalities. 


Broad Fixed Income PAC - Invests primarily in core fixed income securities as represented in the Bloomberg 
Barclays US Aggregate Bond Index. The type of portfolio structures utilized are separately managed accounts, 
commingled accounts, and potentially exchange traded funds. 


Intermediate Investment Grade PAC - Invests primarily in intermediate investment grade corporate bonds 
typically found in the Bloomberg Barclays US Corporate Bond Index. It includes US dollar denominated 
securities publicly issued by US and non-US industrial, utility, and financial users. 


Mortgage Backed Securities PAC - Invests primarily in agency mortgage backed securities, asset backed 
securities, and commercial mortgage backed securities. 


High Yield PAC - Invests primarily in US dollar denominated corporate bonds that are classified as high yield 
according to the major ratings agencies such as S&P, Moody’s, or Fitch. The type of portfolio structures 
utilized are separately managed accounts and potentially commingled accounts or exchange traded funds. 


Cash PAC - Invests primarily in highly liquid, money-market type securities through STIP. 


Diversified Strategies PAC — Has not been funded as of June 30, 2017. Prior to future funding, BOI’s Chief 
Investment Officer will propose the PAC Investment Objectives and Guidelines for approval by BOI. 


TFIP - Invests primarily in investment grade, US dollar denominated fixed income securities. The portfolio has high 
yield and core real estate exposure. 


(c) Security Lending - BOI is authorized by law to lend its securities and has contracted with the custodial bank, 
State Street Bank and Trust, “the Bank”, to lend BOI’s securities to broker-dealers and other entities with a 
simultaneous agreement to return the collateral for the same securities in the future. The Bank is required to 
maintain collateral equal to 102% of the fair value of domestic securities and 105% of the fair value of international 
securities while the securities are on loan. On any day, including June 30, the markets may move in a positive or 
negative direction resulting in under or over collateralization. The Bank compensates for market movement by 
recalculating on the following business day to meet the collateralization requirements. BOI and the Bank split the 
earnings, 80/20 respectively, on security lending activities. BOI retains all rights and risks of ownership during the 
loan period. The Bank indemnifies BOI’s credit risk exposure to the borrowers. 


During fiscal year 2017, the Bank lent BOI’s public securities and received as collateral: US dollar cash; US 
government and government sponsored agency securities; US corporate debt securities and structured securities 
rated AA-/Aa3 or higher; sovereign debt securities of the G10 nations; and debt securities issued by certain 
supranational agencies. The Bank does not have the ability to sell collateral securities unless the borrower defaults. 
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BOI imposed no restrictions on the amount of securities available to lend during fiscal year 2017. There were no 
failures by any borrowers to return loaned securities or pay distributions thereon during the period that resulted in a 
declaration and notice of default of the borrower. There were no losses during fiscal year 2017 resulting from a 
borrower default. As of June 30, 2017, no securities were recalled and not yet returned. 


The cash collateral received for each loan was invested, together with the cash collateral of other qualified plan 
lenders, in two investment funds, the Quality D Short Term Investment Fund and the Security Lending Quality 
Trust. Pension funds participated in the Quality D Short Term Investment Fund and the non-pension entities 
participated in the Securities Lending Quality Trust. During March 2017, participation in both funds was 
transitioned into the Navigator Securities Lending Government Money Market portfolio. 


BOI and the borrowers maintain the right to terminate all securities lending transactions on notice. Since the 
securities lending transactions were terminable at will, their duration did not generally match the duration of the 
investments made with the cash collateral received from the borrower. The average duration was 8 days and the 
average weighted final maturity was 49 days within the Navigator portfolio. 


As of October 2016, STIP was no longer participating in the security lending program. STIP did not have securities 
on loan as of June 30, 2017. Security lending income and expense entries were recorded through October 2016. 


(d) Investment risk disclosures are described in the following paragraphs and are identified by the specific pools or 
securities to which they pertain, when applicable. 


Credit Risk 
Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its obligation. Except for 
US government securities, the pools’ fixed income instruments have credit risk as measured by Nationally 
Recognized Statistical Rating Organizations (NRSRO). Credit risk is contemplated for each individual portfolio in 
the IPS. Credit risk is managed by constraining portfolio purchases around investment grade NRSRO ratings as 
appropriate. 


The US government guarantees US government securities directly or indirectly. Obligations of the US government 
or obligations explicitly guaranteed by the US government are not considered to have credit risk and do not require 
disclosure of credit quality per GASB Statement No. 40. 


Custodial Credit Risk 

Custodial credit risk for investments is the risk that, in the event of the failure of the counterparty to a transaction, 
BOI may not be able to recover the value of the investment or collateral securities that are in the possession of an 
outside party. Per policy, BOI’s custodial institution must hold short-term and long-term credit ratings by at least 
one NRSRO with a minimum requirement of A1/P1 (short-term) and A3/A-1 (long-term). 


Cash 

Custodial risk for cash is the risk that, in the event of the failure of the custodial institution, the cash or collateral 
securities may not be recovered from an outside party. For any cash balances held as deposits at the custodial bank 
or sub-custodial bank, they are held in the name of BOI or its accounts. As of June 30, 2017, BOI recorded cash of 
$2.0 million. 


Investments 

As of June 30, 2017, all the public securities as well as securities held by the separate public equity account 
managers were registered in the nominee name for BOI and held in the possession of BOI’s custodial bank, State 
Street Bank. The Equity Index funds, securities held at the State’s depository bank, real estate, mortgage and loan 
investments were purchased and recorded in BOI’s name. Commingled fund investments are registered in the name 
of BOI. 


Concentration of Credit Risk 

Concentration of credit risk is the risk of loss attributable to the magnitude of any single investment per issuer name. 
Investments explicitly guaranteed by the US government are excluded from the concentration of credit risk 
requirement. Concentration risk was within the policies as set by BOI. 


CAPP 

The CAPP IPS contains prescribed asset allocation ranges among the allowable asset classes and is subject to 
change as modifications are adopted by BOI. BOI will formally affirm or revise the asset allocation ranges for the 
retirement plans annually. The CAPP IPS contains investment objectives and guidelines for each underlying asset 
class, with a purpose of providing diversified exposure within the asset class in a prudent and cost-effective manner. 
Within the objective and guidelines for each underlying asset class, limits are placed on the allowable types of 
investments and the allowable ranges. 


TFIP 
The TFIP IPS provides for a 2% portfolio limit for dollar denominated debt obligations of domestic and foreign 
corporations (Yankee bonds) and a 3% portfolio limit in non-agency mortgage pass-through (MBS) securities. 


STIP 

The STIP IPS limits concentration of credit risk exposure by limiting portfolio investment types to 3% in any issuer 
with the exception of US Treasury and US Agency securities as well as any repurchase agreements with a financial 
institution. 


AOF 

Concentration of credit risk is contemplated by investment staff for each portfolio. Exposure to individual securities 
are limited with the exception of debt obligations of the US government, including its agencies and 
instrumentalities. 


Foreign Currency Risk 

Foreign currency risk is the risk that changes in exchange rates will adversely affect the fair value of an investment. 
CAPP is the only IPS that allows for investments that can be held in non-US securities in a foreign currency. Per the 
CAPP IPS, the Investment Grade Credit Asset Class, Agency Mortgage Backed Securities Asset Class, and High 
Yield Asset Class sections have maximum restrictions that can be held. As of June 30, 2017, there were no 
receivable or payable balances pertaining to foreign currency forward contracts. 


Interest Rate Risk 

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an investment. BOI 
uses effective duration as a measure of interest rate risk for all fixed income portfolios. BOI approves both the IPS 
and benchmark used for each portfolio. Per the CAPP IPS, the TIPS PAC, US Treasury/Agency PAC, Investment 
Grade Credit PAC, and Agency Mortgage Backed PAC average duration will be maintained in a range within 20% 
of the benchmark duration. The Broad Fixed Income PAC and High Yield PAC average duration will be maintained 
in a range within 25% of the index duration. Per the TFIP IPS, the average duration will be maintained in a range 
within 20% of the benchmark duration. Interest rate risk for AOF is contemplated in each individual IPS and is 
managed by limiting the maturity of individual securities and/or matching liabilities to maturities per estimated cash 
flows. According to the STIP investment policy “the STIP portfolio will minimize interest rate risk by: 


1. structuring the investment portfolio so securities mature to meet cash requirements for ongoing operations 
thereby normally avoiding the need to sell securities on the open market prior to maturity; 

2. maintaining a dollar-weighted average portfolio maturity (WAM) of 60 days or less (for this purpose, the 
date to the next coupon reset date will be used for all floating or variable rate securities); and 

3. STIP will maintain a reserve account.” 


CAPP, TFIP, AOF, and STIP may hold fixed and variable rate securities. Interest payments on variable securities 
are based on an underlying reference rate (e.g. LIBOR). 


CAPP, TFIP, and AOF investments are categorized to disclose credit and interest rate risk as of June 30, 2017. 
Credit risk is disclosed using the weighted credit quality rating by investment type. Interest rate risk is disclosed 
using weighted effective duration. If a bond investment type is unrated, the quality type is indicated by NR (not 
rated). The credit quality ratings have been calculated excluding non-rated investment types. NA (not applicable) 
indicates if duration has not been calculated. The Standard & Poor (S&P) rating service provides the credit ratings 
presented in the later tables. If an S&P rating is not available, an equivalent NRSRO rating is used. 
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STIP investments are categorized to disclose credit risk and weighted average maturity (WAM) as of June 30, 2017. 
Credit risk reflects the weighted security quality rating by investment type as of the June 30 report date. If a security 
investment type is unrated, the quality type is indicated by NR (not rated). Although the STIP investments have been 
rated by investment security type, STIP, as an external investment pool, has not been rated. The short-term credit 
ratings, provided by S&P’s rating services, are presented. An Al-+ rating is the highest short-term rating by the S&P 
rating service. STIP interest rate risk is determined using the WAM method. The WAM measure expresses 
investment time horizons (the time when investments are due or reset and payable in days, months or years) 
weighted to reflect the dollar size of the individual investments within an investment type. The WAM is calculated 
in days. 


Other 


The Federal National Mortgage Association and Federal Home Loan Mortgage Corp remain in conservatorship from 
September 7, 2008. 


In August 2011, S&P downgraded the US AAA bond rating to AA+. 


Derivative Instruments 

A credit default swap is a contract to transfer credit exposure of fixed income products between parties. A foreign 
currency forward is a contract to purchase one currency and sell another at an agreed upon exchange rate. Fair value 
represents the unrealized appreciation/depreciation on foreign currency forward transactions pending as of year-end 
and is the difference between the execution exchange rate and the prevailing exchange rate as of the report date. 
Index futures long are an agreement to buy, on a stipulated future date, a specific amount of an indexed financial 
instrument. Rights represent a privilege granted to existing shareholders to subscribe to shares of a certain security at 
a specified price. 


The derivative instrument disclosures are described in the following paragraphs. The fair value balances and 
notional amounts of CAPP derivative instruments outstanding as of June 30, 2017, classified by type, and the 
changes in the fair value of such derivative instruments for the year ended June 30, 2017, are as follows (in 
thousands): 


Fair Value at June 30, 2017 Change in Fair Value 
Fair Value 
Investment Derivatives (1) Classification | Amount Notional Classification Amount 
Credit default swaps Swaps $ - $ - Investment Revenue $ 198 
Currency forward contracts LT debt/equity - - Investment Revenue 7 
Index futures long Futures - 3 Investment Revenue 892 
Rights Equity 31 39 Investment Revenue 62 
Total Derivatives $31 $1,159 


(1) A credit default swap is a contract to transfer credit exposure of fixed income products between parties. A foreign currency forward is a 
contract to purchase one currency and sell another at an agreed upon exchange rate. Fair value represents the unrealized 
appreciation/depreciation on foreign currency forward transactions pending as of year-end and is the difference between the execution 
exchange rate and the prevailing exchange rate as of the report date. Index futures long are an agreement to buy, on a stipulated future 
date, a specific amount of an indexed financial instrument. Rights represent a privilege granted to existing shareholders to subscribe to 
shares of a certain security at a specified price. 


Counterparty Credit Risk 
Counterparty credit risk is the risk that the counterparty will not fulfill its obligations. BOI was not subject to 
counterparty credit risk as of June 30, 2017. 


STIP Reserve 

In November 2007, the STIP reserve account was established. The STIP reserve account may be used to offset 
losses within the STIP portfolio. STIP distributes income to STIP participants based on accrued interest and discount 
amortization, net of fees and STIP reserve expense. The STIP reserve for the year ending June 30, 2017, is detailed 
as follows: 


STIP Reserve 
(in thousands) 
Beginning STIP Reserve $ 13,143 
STIP reserve expense 
Other income 
Recovery from SIV related assets 7,774 
Realized gains on sale of any STIP asset 19 
Accrued interest 15 
Daily reserve accrual 3,283 
Total reserve expense $ 11,091 
Ending STIP reserve $ 24,234 


In the fiscal year ended June 30, 2007, BOI purchased four Structured Investment Vehicle (SIV) securities held in 
the STIP portfolio with a combined amortized cost of $140.0 million, representing 5.02% of the total portfolio. 
These securities were purchased from two different issuers. Both issuers received the highest investment grade 
rating by two rating agencies at the time purchased and as of June 30, 2007. Both issuers of these SIV securities 
declared insolvency events in fiscal year 2008. In June and December 2009, BOI applied $21.0 million, in total, 
from the STIP reserve to the outstanding debt principal balances. In May 2016, BOI wrote off the entire remaining 
outstanding SIV balance of $23.6 million against STIP reserve. BOI does not make any assumptions on recovery 
related to the SIV assets. Any further flows of either principal or interest will be deemed as recovery monies and be 
applied to the STIP reserve. 


(2) The EDB deposits and investments are restricted by the bond trust indentures to the following: government and 
agency obligations, certificates of deposits, repurchase agreements, and investment agreements. Deposits and 
investments must be made with Montana banks or in the STIP administered by BOI. 


Credit Risk - Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its obligation. 
The EDB’s US government direct-backed securities, consisting of US Treasury notes and bills, are guaranteed 
directly by the US government. Obligations of the US government or obligations explicitly guaranteed by the US 
government are not considered to have credit risk and do not require disclosure of credit quality per GASB 
Statement No. 40. The EDB does not have a formal investment policy addressing credit risk for permitted 
investments as provided in the indenture or investment in the STIP. Permitted investments, as described in the 
indenture, include “either (i) long term obligations of such bank, trust company or association are rated in one of the 
three highest investment category of the Standard & Poor’s Corporation or Moody’s Investor Service Inc., which 
investment category shall not be less than the prevailing rate on the bonds or (1i) the deposits are continuously 
secured as to principal, but only to the extent not insured by the Bank Insurance Fund or the Savings Association 
Insurance Fund, or any successor to either, of the Federal Deposit Insurance Corporation (FDIC).” 


BOI’s STIP investment policy statement specifies that STIP securities have a minimum of two credit ratings as 
provided by nationally recognized statistical rating organizations, to assist in the monitoring and management of 
credit risk. The purchase of STIP securities other than US government or US agency obligations are restricted to 
those which are pre-approved. Although the STIP investments have been rated by investment security type, STIP, 
as an external investment pool, it has not been rated. 


Custodial Credit Risk — Custodial credit risk is the risk that, in the event of the failure of the counterparty to a 
transaction, BOI will not be able to recover the value of the investment or collateral securities that are in the 
possession of an outside party. Per policy, BOI’s custodial institution must hold short-term and long-term credit 
rating by at least one NRSRO with a minimum requirement of A1/P1 (short-term) and A3/A-1 (long-term). 


Cash — Custodial risk for cash is the risk that, in the event of the failure of the custodial financial institution, the cash 
or collateral securities may not be recovered from an outside party. The securities used as collateral are held by US 
Bank’s Trust Department in the name of BOI. 
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Investments - As of June 30, 2017, EDB securities were recorded in book entry form in the name of US Bank 
National Association as Trustee for BOI by specific account. The EDB does not have a policy addressing custodial 
credit risk for deposits and investments, specifically, uninsured, collateralized deposits. 


Concentration of Credit Risk - Concentration of credit risk is the risk of loss attributed to the magnitude of any 
single investment per issuer name. The EDB investments directly issued or explicitly guaranteed by the US 
government and investments in mutual funds are excluded from the concentration of credit risk requirement. The 
STIP investment policy limits concentration of credit risk by limiting portfolio investment types to 3% in any issuer 
with the exception of US Treasury and US Agency securities as well as any repurchase agreements with a financial 
institution. As of June 30, 2017, STIP concentration risk was within the policy as set by BOI. 


Interest Rate Risk - Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an 
investment. The EDB does not have a formal investment policy addressing interest risk for permitted investments as 
provided in the Indenture or the cash equivalent investment in the STIP. STIP interest rate risk is determined using 
the WAM method. In accordance with GASB Statement No. 40, BOI has selected the effective duration method to 
disclose interest rate risk. According to the STIP IPS “the STIP portfolio will minimize interest rate risk by: 


1. structuring the investment portfolio so securities mature to meet cash requirements for ongoing operations, 
thereby normally avoiding the need to sell securities on the open market prior to maturity; 

2. maintaining a dollar-weighted average portfolio maturity (WAM) of 60 days or less (for this purpose, the 
date to the next coupon reset date will be used for all floating or variable rate securities); and 

3. STIP will maintain a reserve account.” 


The EDB investments are categorized to disclose credit and interest rate risk as of June 30, 2017. Credit risk is 
disclosed using the weighted credit quality rating by investment type. Interest rate risk is disclosed using weighted 
effective duration as calculated by BOI. If a bond investment type is unrated, the quality type is indicated by NR 
(not rated). The credit quality ratings have been calculated excluding non-rated investment types. NA (not 
applicable) indicates if duration has not been calculated. Both the credit quality ratings and duration have been 
calculated excluding cash equivalents with credit ratings of NR or NA duration calculations. There were no 
derivative transactions during the 2017 fiscal year for investments held by the trustee. 


B. Cash/Cash Equivalents 
(1) Cash Deposits — The State requires collateralization based on the average daily bank balance in the depository 
bank holding the main state bank account. For other depository banks, state statutes require collateralization at 50% 


of the bank balance. The cash deposits amount includes both primary government and component unit deposits. 


Table 1 - Cash Deposit Amounts 
(in thousands) 


Carrying 

Amount 

Cash held by State/State's agent $99,122 
Uninsured and uncollateralized cash 5,599 
Undeposited cash 444 
Cash in US Treasury 295,621 
Cash in MSU component units 10,963 
Cash in UM component units 19,973 
Less: outstanding warrants (38,864) 
$392,858 


As of June 30, 2017, the carrying amount of deposits for component units was $180.3 million as included in Table 1. 


(2) Cash Equivalents — consists of cash in the State Treasury invested by individual funds in the Short-term 
Investment Pool (STIP), the State Treasurer’s pooled cash account, and in identifiable securities and investments 
considered to be cash equivalents. Cash equivalents, generally, are short-term, highly liquid investments with 
original maturities of three months or less. Cash equivalents may be under the control of BOI or other agencies, as 


allowed by law. The STIP portfolio is shown at fair value. 


Treasuries 


Asset backed commercial paper 
Corporate commercial paper 


Corporate notes 
Certificate of deposit 


US government agency 

Money market fund unrated 

Money market fund rated 

Less: Cash in transit for STIP purchase 

Less: STIP included in pooled investment balance 


Total cash equivalents 


Table 2 - Cash Equivalents 
(in thousands) 


Fair 
Value 


Credit 
Quality 


WAM 
in 


Rating(1) Days(1) 


$ 194,673 Ai+ 


1,089,830 Al 
356,122 Al 
369,751 Alt 
484113 Alt 
419,778 Alt 
125,116 NR 
148,000 = Al+ 

(9,031) NR 
(157,132) NR 


__ $3,021,220 Al 


(1) _ Represents the STIP investments portion of cash equivalents only. 


As of June 30, 2017, local governments had invested $1.0 billion and component units of the State of Montana had invested $427.7 


million in STIP. 


C. Equity in Pooled Investments 


These securities consist of investments held by BOI in pooled investment funds. The Consolidated Asset Pension 
Pool (CAPP) and Trust Funds Investment Pool (TFIP) were created to allow qualifying funds to participate in 
diversified investment pools. Purchases are subject to the statutorily mandated “Prudent Expert Principle” (see Table 


3 — Equity in Pooled Investments). 


CAPP: 


Consolidated asset pension pool 


TRIP: 


Trust funds investment pool 
Total pooled investments 
Pool adjustments (net) 


Total equity in pooled investments 


Table 3 - Equity in Pooled Investments 
(in thousands) 


80 
25 
63 
78 
35 
24 
dt 
1 
NA 


NA 


39 


Fair Units Unit Value 
Book Value(1) —_Value(1) —_— Outstanding (2) 
$ 9,665,249 $10,667,096 $103,214 $103.058787 
2,217,207 2,327,039 21,812 107.016814 
11,882,456 12,994,135 
(22,728) (22,728) 
$11,859,728 $12,971,407 


(1) _ Includes cash/cash equivalents and investments. 


(2) Amounts not in thousands. 


As of June 30, 2017, the fair value of the underlying securities on loan was $615.4 million. Collateral provided for the securities on 


loan totaled $628.7 million consisting of $80.6 million in cash and $548.2 million in securities. 


As of June 30, 2017, component units, both discretely presented and fiduciary funds, of the State had equity in pooled investments 
with a book value of $10.4 billion and a fair value of $10.7 billion as included in Table 3. The increase in book value was due to 
transitioning the plan participants out of the original five investment pools and into CAPP. As part of this transition, the investments 
were given a new book value which was their combined ending market value of their holdings of the five pools as of March 31, 


2017. 


As of June 30, 2017, local governments invested $12.8 million in TFIP. 
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State of Montana investments are categorized below to disclose credit and interest rate risk as of June 30, 2017, as 
required for applicable pools. 


CAPP 
Credit Quality Rating and Effective Duration as of June 30, 2017 
(in thousands) 


Credit 
Fair Quality Effective 

Security Investment Type Value Rating (1) Duration (1) 
Treasuries $ 1,060,925 AAt+ 4.55 
Agency/Government Related 125,562 AAA 5.01 
Asset Backed Securities 41,968 AA+ 2.20 
Mortgage Backed Securities 458,851 AAA 4.09 
Commercial Mortgage Backed Securities 87,168 AAA 3.76 
Financial - Corporate 271,663 BBB+ 3.71 
Industrial - Corporate 478,729 BBB 4.45 
Utility - Corporate 20,663 BBB 3.43 
Short Term Investment Pool (STIP) 116,583 NR 0.11 
State Street Short Term Investment Fund (STIF) 239,879 NR 0.07 

Total fixed-income investments at fair value $ 2,901,991 AA- 3.99 
Other investments not requiring credit quality ratings 
Montana Mortgages 4,935 
Domestic Equity Asset Class 3,884,160 
International Equity Asset Class 1,844,346 
Private Equity Asset Class 1,140,205 
Natural Resources Asset Class 221,211 
Real Estate Asset Class 823,538 
Other — Cash in Portfolios 68 
Less STIF in above Asset Classes (153,358) 

Total investments not requiring credit quality ratings $ 7,765,105 

Total investments managed (2) $10,667,096 

Securities lending collateral investment pool $62,235 NR 0.02 


(1) — Credit Quality Rating and Effective Duration are weighted. 
(2) Includes $241.7 thousand of Cash and Cash Equivalents at cost. 


TFIP 
Credit Quality Rating and Effective Duration as of June 30, 2017 
(in thousands) 


Credit 
Fair Quality Effective 
Security Investment Type Value Rating (1) _ Duration (1) 
Treasuries $ 526,628 AAt+ 7.74 
Agency/Government Related 153,351 AAt+ 6.24 
Asset Backed Securities 76,743 AAA 1.88 
Mortgage Backed Securities 439,241 AAA 4.45 
Commercial Mortgage Backed Securities 130,417 AAA 4.95 
Financial - Corporate 205,010 BBB+ 4.54 
Industrial - Corporate 419,642 A 6.25 
Utility - Corporate 28,313 BBB 6.99 
Short Term Investment Pool (STIP) 40,549 NR 0.11 
High Yield Bond Fund 105,639 Bt 3.69 


Total fixed-income investments at fair value $2,125,533 AA- 5.82 
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TFIP 
Credit Quality Rating and Effective Duration as of June 30, 2017 
(in thousands) 


Credit 
Fair Quality Effective 
Security Investment Type Value Rating (1) Duration (1) 
Other investments not requiring credit quality ratings 
Core Real Estate 200,691 
Cash/Cash Equivalents (2) 814 
Total investments not requiring credit quality ratings 201,505 
Total investments managed $2,327,038 
Securities lending collateral investment pool $ 18,321 NR 0.02 
(1) — Credit Quality Rating and Effective Duration are weighted. 
(2) Reported at cost. 
STIP 
Credit Quality Rating and Weighted Average of Maturity as of June 30, 2017 
(in thousands) 
Credit 
Fair Quality WAN in 
Security Investment Type Value Rating (1) Days 
Treasuries $ 124,774 A-1t+ 80 
Asset Backed Commercial Paper 1,089,830 A-1 25 
Corporate Commercial Paper 356,122 A-1 63 
Corporate Notes 369,751 A-1+ 78 
Certificates of Deposit 484,113 A-1+ 35 
US Government Agency 389,807 A-1+ 24 
Money Market Funds (Unrated) (2) 24,219 NR 1 
Money Market Funds (Rated) (2) 148,000 A-1+ 1 
Total investments managed $2,986,616 A-1 39 


(1) _ Credit Quality Rating is weighted. 
(2) Reported at cost. 


State of Montana investments are measured at fair value and categorized within the fair value hierarchy established 
by GASB Statement No. 72 — Fair Value Measurement and Application, as defined below. Each of the investment 
pools has the following recurring fair value measurements as of June 30, 2017. 


CAPP Investments Measured at Fair Value 
(in thousands) 


Fair Value Measurements Using 
Quoted prices in 
Active Markets for Significant Other Significant 
Identical Assets Observable Inputs Unobservable 


June 30, 2017 (Level 1) (Level 2) (Level 3) 
Investments by fair value level 
Fixed income investments: 
Treasuries $ 1,060,925 $1,060,925 $ - $ - 
Agency/Government Related 125,562 - 125,562 - 
Asset Backed Securities 41,968 - 41,968 - 
Mortgage Backed Securities 458,851 - 458,851 - 


Commercial Mortgage Backed Securities 87,168 - 87,168 - 
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CAPP Investments Measured at Fair Value 
(in thousands) 


Fair Value Measurements Using 


Quoted prices in 
Active Markets for Significant Other Significant 
Identical Assets Observable Inputs ¥Unobservable 


June 30, 2017 (Level 1) (Level 2) (Level 3) 
Financial-Corporate 271,663 - 271,663 - 
Industrial-Corporate 478,729 - 478,729 - 
Utility-Corporate 20,663 - 20,663 - 
Equity investments: 
Consumer Discretionary 195,457 195,457 - - 
Consumer Staples 78,128 78,128 - - 
Energy 82,867 82,867 - - 
Financials 225,847 225,847 - - 
Health Care 184,845 184,845 - - 
Industrials 193,938 193,938 - - 
Information Technology 318,511 318,511 - - 
Materials 82,833 82,833 - - 
Mutual Funds 2,436,876 2,436,876 - - 
Real Estate 37,882 37,882 - - 
Telecommunication Services 13,736 13,736 - - 
Utilities 22,152 22,152 - - 
International equity investments: 
Consumer Discretionary 87,888 87,888 - - 
Consumer Staples 59,542 59,542 - - 
Energy 33,460 33,460 - - 
Financials 115,773 115,773 - - 
Health Care 48,134 48,134 - - 
Industrials 85,118 85,118 - - 
Information Technology 91,345 91,345 - - 
Materials 26,821 26,821 - - 
Mutual Funds 229,551 229,551 - - 
Private Placement 1,722 1,722 - - 
Real Estate 11,923 11,923 - - 
Rights/Warrants 31 31 - - 
Telecommunication Services 10,695 10,695 - - 
Utilities 4,128 4,128 - - 
Direct Real Estate 18,723 - - 18,723 
Montana Mortgages 4,935 - - 4,935 
Total fixed income investments $ 7,248,390 $5,740,128 $1,484,604 $23,658 
Investments measured at the net asset value (NAV) 
Commingled Equity Index Funds $ 1,009,736 
Private Equity — Private Equity Partnerships 1,209,376 
Core Real Estate 341,077 
Opportunistic 92,882 
Timber 104,714 
Value Added 302,629 
Short Term Investment Pool (STIP) 116,583 
Total investments measured at NAV 3,176,997 
Total investments at fair value $10,425,387 
Investments measured at cost 
Cash/Cash Equivalents 241,709 


Total investments managed $10,667,096 
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TFIP Investments Measured at Fair Value 
(in thousands) 


Fair Value Measurements Using 
Quoted prices in 
Active Markets for Significant Other Significant 
Identical Assets Observable Inputs +Unobservable 


June 30, 2017 (Level 1) (Level 2) (Level 3) 
Investments by fair value level 
Fixed income investments: 
Treasuries $ 526,628 $526,628 $ - $ 
Agency/Government Related 153,351 - 153,351 - 
Asset Backed Securities 76,743 - 76,743 - 
Mortgage Backed Securities 439,241 - 439,241 - 
Commercial Mortgage Backed Securities 130,417 - 130,417 - 
Financial-Corporate 205,010 - 205,010 - 
Industrial-Corporate 419,642 - 419,642 - 
Utility-Corporate 28,313 - 28,313 - 
Total fixed income investments $1,979,345 $526,628 $1,452,717 $ 
Investments measured at the net asset value (NAV) 
Core Real Estate 200,691 
High Yield Bond Fund 105,639 
Short Term Investment Pool (STIP) 40,549 
Total investments measured at NAV 346,879 
Total investments at fair value $2,326,224 
Investments measured at cost 
Cash/Cash Equivalents 814 
Total investments managed $2,327,038 


STIP Investments Measured at Fair Value 
(in thousands) 


Fair Value Measurements Using 
Quoted prices in 
Active Markets for Significant Other Significant 
Identical Assets Observable Inputs +Unobservable 


June 30, 2017 (Level 1) (Level 2) (Level 3) 
Investments by fair value level 
Fixed income investments: 
Treasuries $ 124,774 $124,774 $ - $ - 
Asset Backed Commercial Paper 1,089,830 - 1,089,830 - 
Corporate Commercial Paper 356,122 - 356,122 - 
Corporate Notes 369,751 - 369,751 - 
Certificates of Deposit 484,113 - 484,113 - 
US Government Agency 389,807 - 389,807 - 
Total investments by fair value level (1) $2,814,397 $124,774 $2,689,623 $ : 
Investments measured at cost 
Money Market Funds (Unrated) 24,219 
Money Market Funds (Rated) 148,000 
Total investments measured at cost 172,219 
Total investments managed $2,986,616 


(1) | STIP is reported in Table 2 - Cash Equivalents 


AOF data is presented below and in section D — Investments. 
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CAPP, STIP and AOF -— Fixed income and equity investments classified in Level | of the fair value hierarchy are 
valued using prices quoted in active markets for those securities. Fixed income investments classified in Level 2 of 
the fair value hierarchy are valued using a matrix pricing technique. Matrix pricing is used to value securities based 
on the securities’ relationship to benchmark quoted prices. 


CAPP — Montana Mortgages classified in Level 3 of the fair value hierarchy are present value adjusted. Direct real 
estate classified in Level 3 of the fair value hierarchy for the fiscal year ended June 30, 2017. 


Pools and AOF — Investments measured at cost are included to account for all investments within each pool and 
AOF. These assets represent cash equivalents and Montana Mortgages. 


The investments measured at NAV for the year ended June 30, 2017 are detailed below. 


Investments Measured at NAV (in thousands) 
Unfunded Redemption Frequency Redemption 
Fair Value Commitments _(If Currently Eligible) _ Notice Period 


CAPP 
Commingled Equity Index Funds $1,009,736 : Daily 1 day 
Private Equity — Private Equity Partnerships 1,209,376 $735,280 
Core Real Estate 341,077 - Monthly, quarterly 45-90 days 
Opportunistic 92,882 54,963 
Timber 104,714 30,670 
Value Added 302,629 102,272 
Short Term Investment Pool (STIP) 116,583 - Daily 1 day 
Total investments measured at the NAV $3,176,997 $923,185 
TFIP 
Core Real Estate $200,691 - Monthly, quarterly 45-90 days 
High Yield Bond Fund 105,639 - Monthly 30 days 
Short Term Investment Pool (STIP) 40,549 - Daily 1 day 
Total investments measured at NAV $346,879 - 
AOF 
Core Real Estate $107,000 - Monthly, quarterly 45-90 days 
Commingled Equity Index Funds 185,615 - Daily 1 day 
Total investments measured at NAV $292,615 - 


Commingled Equity Index Funds — This type consists of institutional investment funds that invest in domestic 
equities and funds that invest in international equities. The fair values of these investments use the NAV per share 
(or its equivalent) of the investments. 


Private Equity Partnerships — This type includes investments in limited partnerships. Generally, the types of 
partnership strategies included in this portfolio are: venture capital, growth equity, buyouts, special situations, 
mezzanine, and distressed debt. These investments and are considered illiquid. Redemptions are restricted over the 
life of the partnership. During the life of the partnerships, distributions are received as underlying partnership 
investments are realized. It is expected that the underlying assets of the funds will be liquidated over 10 years. It is 
probable all of the investments in this type will be sold at an amount different from the NAV per share (or its 
equivalent) of BOI’s ownership interest in partners’ capital. 


Core Real Estate — This type includes funds that invest primarily in core real estate, which makes equity investments 
in operating and substantially-leased institutional quality real estate in traditional property types (apartments, office, 
retail, industrial and hotel) through commingled funds. The primary investment objectives of these core real estate 
funds are to invest in real estate that will generate income from predictable sources of revenue and not to realize 
gains on the underlying assets. This investment type receives distributions of generated income and occasionally 
through the liquidation of the underlying assets of the fund. The fair values of these investments use the NAV per 
share (or its equivalent) of BOI’s ownership interest in the partners’ capital. Redemption of these investments is 
restricted based on the availability of cash flow arising from investment transactions, sales, and other fund 
operations occurring in the ordinary course of business. Therefore, requested redemptions from a fund will be 
redeemed as funds become available. 


Value Added and Opportunistic — This type includes private partnership funds that primarily invest in value added 
and opportunistic real estate funds. These funds assume more risk than the core real estate funds in order to achieve 
a greater return on investment. Returns are driven both by current income and by expected capital appreciation. This 
investment type receives distributions of generated income and occasionally through the liquidation of the 
underlying assets of the fund. It is expected that the underlying assets of the funds will be liquidated over 7 to 10 
years. These investments can never be redeemed with the funds. The fair values of these investments use the NAV 
per share (or its equivalent) of BOI’s ownership interest in the partners’ capital. 


Timber — This type includes private partnership funds that primarily invest in timber funds. The underlying assets of 
these types of funds are typically made of tree farms and managed forest. Returns come from biological growth, 
upward product class movement, and appreciation in timber and land prices. This investment type receives 
distributions of generated income and occasionally through the liquidation of the underlying assets of the fund. It is 
expected that the underlying assets of the funds will be liquidated over 12 to 20 years. These investments can never 
be redeemed with the funds. The fair values of these investments use the NAV per share (or its equivalent) of BOI’s 
ownership interest in the partners’ capital. 


STIP — This investment program is managed and administered under the direction of BOI as authorized by the 
Unified Investment Program. It is a commingled pool for investment purposes and requested redemptions from the 
pool are redeemed the next business day. The fair values of the investments in this category have been determined 
using the NAV per share (or its equivalent) of the investment. STIP, as presented in this table, represents a direct 
holding for CAPP and TFIP. Refer to the STIP Investments Measured at Fair Value table for the underlying 
investments within the fair value hierarchy. 


High Yield Bond Fund — This type consists of predominantly US corporate credits, whether in the form of bonds or 
loans that are rated below investment grade. These assets carry a higher risk of default than investment grade 
securities and accordingly provide a higher level of income or yield commensurate with that risk. The fair values of 
these investments use the NAV per share (or its equivalent) of the investments. 


As of the June 30, 2017, exchange date, BOI’s foreign currency exposure by deposits and investment type are 
reported, in US dollars, at fair value in the table below. Excluded are the foreign investments denominated in US 
dollars for the American Depositary Receipts, sovereign debt and commingled index funds. 


Foreign Currency Exposure by Country 


(in thousands) 
Foreign Currency Private Real 
Denomination Currency Equities Equity Estate 

Australian Dollar $ 1 $18122 $ - $ 
Brazilian Real 39 14,682 - - 
Canadian Dollar 54 38,382 - - 
Danish Krone 1 11,684 - - 
EMU — Euro 37 = 117,307 26,700 4,513 
Hong Kong Dollar 6 23,646 - - 
Indonesian Rupiah 2 551 - 

Japanese Yen 289 81,919 - 

Malaysian Ringgit 28 1,720 - 

Mexican Peso - 1,256 - - 
New Zealand Dollar 2 831 - 

New Israeli Shegel 19 3,896 - 

Norwegian Krone 7 7,503 - 

Philippine Peso 12 1,504 - 

Polish Zloty 21 2,625 - 

Singapore Dollar 21 8,014 - 

South African Rand 30 10,892 - - 
South Korean Won 69 21,941 - - 


Swedish Krona 5 21,275 - 
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Foreign Currency Exposure by Country 
(in thousands) 


Foreign Currency Private Real 
Denomination Currency Equities Equity Estate 
Swiss Franc 1 27,137 - - 
New Taiwan Dollar - 12,359 - 
Thailand Baht 3 5,168 - 
Turkish Lira 14 8,632 - 
UK Pound Sterling 134 75,014 - 
Yuan Renminbi - 2,508 - 
Total cash and securities $795 $518,568 $26,700 $4,513 


Investments in alternative equity are usually made through Limited Partnership Agreements that involve many 
limited partners and a general partner who is responsible for all investment decisions. The limited partners make an 
original commitment, after which capital is called as needed by the general partner to make investments. These 
Agreements will usually last for a minimum of 10 years. The table below shows the remaining BOI commitments to 
CAPP alternative equity managers by pension class. Further details on the balances as of June 30, 2017, as shown 
below, can be found in BOI’s separately issued external investment pool financial statements. 


Commitments to Fund Managers 
(in thousands) 


Original Commitment Carrying 
Pool Commitment — Remaining Value Fair Value 
Private Equity PAC $2,185,722 $671,170 $ 891,879 $ 986,638 
Real Estate PAC 668,666 157,235 290,610 309,092 
Natural Resource PAC 325,000 94,780 180,098 213,117 
Total $3,179,388 $923,185 $1,362,587 $1,508,847 


D. Investments 

Article VIII of Montana's Constitution, with supporting statutes, authorizes BOI to manage the State's Unified 
Investment Program. Long-term investments are administered by the following agencies, as allowed by state law, 
Section 17-6-201, MCA: 


Long-term Investments 


Percent 
Department Administered 

Board of Investments 52.56% 
Universities 16.94 
MPERA (Montana Public Employee Retirement Administration) 20.76 
College Savings Plan 4.43 
Montana Board of Housing 2.53 
Other (1) 2.78 

Total 100.00% 


(1) Other consists of the Commissioner of Higher Education, the Department of Administration, the Department of Commerce, the 
Department of Natural Resources and Conservation, the Department of Public Health and Human Services, the Department of 
Revenue, and State Auditor. 


BOI must employ the "Prudent Expert Rule" in managing the State's investment portfolio. Investments are presented 
at fair value. Investment fair values for publicly traded securities are determined primarily by reference to market 
prices supplied to BOI's custodial bank or trustee. State investments are categorized within the fair value hierarchy 
established by GASB Statement No. 72. 


The PERS Defined Contribution Retirement Plan and the Deferred Compensation Plan’s fixed assets were 
administered on behalf of the plans by Pacific Investment Management Company (PIMCO) and State Street Bank 
Kansas City (SSKC) and a third-party synthetic Guaranteed Interest Contract (GIC) providers, Transamerica Life 
Insurance Company (Transamerica), Prudential Insurance Company of America (Prudential) and Voya Retirement 
Insurance & Annuity Company (Voya). The third party record keeper, Empower ™ Retirement, tracks and reports 
the daily trading and valuations of all investment options, including the assets held by the individual mutual fund 
companies. When participants invest in the fixed investment, they are guaranteed a fixed rate of return. All money 
invested in the Montana Fixed Fund (stable value investment option) of the PERS-DCRP and Deferred 
Compensation Plan are held in a Pooled Trust. The Pooled Trust assets are invested by PIMCO based on an 
investment guideline schedule as agreed upon in the Pooled Trust Contract and approved by the PERB, PIMCO, and 
any GIC. Variable investments are held and managed in a selection of retail and institutional mutual funds, which 
cover all standard asset classes and categories. 


Table 4 - Investments 
(in thousands) 


Quoted prices in Significant 
Fair Value Active Markets for Significant Other Unobservable 
June 30, Identical Assets Observable Inputs Inputs 
2017 (Level 1) (Level 2) (Level 3) 

Primary government 
Investments by fair value level 
Treasuries (1) $ 31,025 $ 31,025 $ - $ - 
Agency/Government Related (1) 54,900 - 54,900 
Asset Backed Securities (1) 500 - 500 
Financial-Corporate (1) 6,820 - 6,820 
Industrial-Corporate (1) 4,752 - 4,752 
Government Securities 12,661 8,100 4,561 
Stocks 6,515 6,515 - 
Other 53,250 - 53,250 

Total investments at fair value $ 170,423 $ 45,640 $ 124,783 $ 
Investments at cost 
Montana Mortgages and Loans (3) $ 148,403 

Total investments at cost $ 148,403 
Total primary government $ 318,826 
Component units/fiduciary funds 
Investments by fair value level 
Treasuries (1) $ 221,691 $ 221,691 $ : $ 
Agency/Government Related (1) 251,106 - 251,106 
Asset Backed Securities (1) 54,462 - 54,462 
Mortgage Backed Securities (1) 15,900 - 15,900 
Commercial Mortgage Backed Securities (1) 15,204 - 15,204 
Financial-Corporate (1) 301,108 - 301,108 
Industrial-Corporate (1) 314,940 - 314,940 
Utility-Corporate (1) 32,626 - 32,626 
529 College Savings Plan 143,507 - 143,507 
VEBA 5,971 - 5,971 
State Auditor 11,437 - 11,437 - 
MSU Component Unit Investments (2) 217,707 122,131 2,767 92,809 
UM Component Unit Investments (2) 189,381 117,767 55,681 15,933 
Board of Housing (2) 55,027 16,516 38,511 - 

Total investments at fair value $1,830,067 $ 478,105 $1,243,220 $ 108,742 
Investments at net asset value (NAV) 
Core Real Estate $ 107,000 
Commingled Equity Index Funds 185,615 
Deferred Compensation (2) 479,575 
Defined Contribution (2) 192,153 
UM Component Unit Investments (2) 81,578 


Total investments at NAV $1,045,921 
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Table 4 - Investments 
(in thousands) 


Quoted prices in Significant 
Fair Value Active Markets for Significant Other Unobservable 
June 30, Identical Assets Observable Inputs Inputs 
2017 (Level 1) (Level 2) (Level 3) 

Investments at cost 

MSU Component Unit Investments (2) $ 59,686 

Board of Housing (2) 26,806 

Total Investments at Cost $ 86,492 

Total component unit/fiduciary investments $2,962,480 

Total investments $3,281,306 

Securities lending investment pool $ 39,256 


(1) The credit quality rating and duration are included below for the rated investments. 
(2) For more detail, refer to component unit separately issued financial statements. 
(3) The total for Montana Mortgages and Loans does not include Coal Severance Tax loans, which was included on AOF financial 


statements. This amount of $11.9 million is considered advances to other funds/component units and amounts due from component 
units in the Coal Tax Severance column of the governmental fund financial statements. 


As of June 30, 2017, the fair value of the investments on loan was $143.3 million. Collateral provided for the investments on loan totaled 
$146.3 million consisting of $39.3 million in cash and $107.0 million in securities. 


All Other Funds - Rated Securities 
Credit Quality Rating and Effective Duration as of June 30, 2017 
(in thousands) 
Credit 
Fair Quality Effective 
Value Rating (1) Duration (1) 


Security Investment Type (2) 


Treasuries $ 322,615 AAt+ 3.72 
Agency/Government Related 335,978 AAA 3.21 
Asset Backed Securities 54,962 AAA 1.87 
Mortgage Backed Securities 15,900 AAA 6.62 
Commercial Mortgage Backed Securities 15,204 AAA 5.11 
Financial - Corporate 307,928 A- 2.80 
Industrial - Corporate 319,693 A 4.47 
Utility - Corporate 32,626 BBB+ 2.90 
Total fixed income investments $1,404,906 AA- 3.52 
Direct Investments 
Equity Index Fund - Domestic $ 146,666 
Equity Index Fund — International 37,766 


Equity Index Fund - US Debt 1,183 


Total Equity Index Funds $ 185,615 
Core Real Estate 107,000 
Montana Mortgages and Loans (3) 160,623 
Total direct investments $453,238 
Total investments $1,858,144 
Securities lending collateral investment pool $ 39,256 NR 0.02 


(1) Credit Quality Rating and Effective Duration are weighted. 
(2) These rated securities are reported on both Table 2-Cash Equivalents and Table 4—Investments. 
(3) | Reported at cost. 


(1) 
(2) 
(3) 


EDB - Rated Securities 


Credit Quality Rating and Effective Duration as of June 30, 2017 


(in thousands) 


Credit 
Fair Quality Effective 

Security Investment Type Value Rating (1) Duration (1) 
First American Government Obligation Fund (2) (3) $ 755 AAA 0.09 
US Treasuries (2) 5,862 AAA 0.07 
Short Term Investment Pool (STIP) (2) 63 NR 0.11 
US Government Indirect Obligations 11,628 AAA 0.75 

Total investments $18,308 AAA 0.50 


Credit Quality Rating and Effective Duration are weighted. 
Security types are cash equivalents. 
Reported at cost. 
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NOTE 4. DISAGGREGATION OF ACCOUNTS RECEIVABLE, ACCOUNTS PAYABLE, DEFERRED 
OUTFLOWS OF RESOURCES AND DEFERRED INFLOWS OF RESOURCES 


Accounts receivable, accounts payable, deferred outflows of resources and deferred inflows of resources on the 
Statement of Net Position as of June 30, 2017, consisted of the following (in thousands): 


A. Accounts Receivables 


Charges for services/fines/forfeitures 
Contributions/premiums 
Grants/contracts/donations 
Investment income 
License and permits 
Other receivables 
Reimbursements/overpayments 
Taxes 
Total receivables 

Less: allowance for doubtful accounts 

Receivables, net 


Governmental Activities 


Coal Federal Internal Nonmajor 
Severance Special General Service Land Governmental State Special 

Tax Revenue Fund Funds Grant Funds Revenue 

$ $ 7,242 $ 30 $ 849 $4,683 $ 451 $ 8,132 

- - - 4,773 - - 8,501 

- 2 - - - - 223 

3,018 614 168 1,756 3,948 3,112 

- - 4 - - - 8,378 

33,190 7,942 - - 113 

- 762 12,500 - - 14,156 

5,101 - 353,985 - - 1,900 62,880 

8,119 41,196 375,075 5,790 6,439 6,299 105,495 

- (1,949) (128,102) (18) - - (20,363) 

$8,119 $39,247 $246,973 $5,772 $6,439 $6,299 $85,132 

Business-type Activities 
Economic 
Development Nonmajor Unemployment 

Bonds Enterprise Funds Insurance 
Charges for services $ : $ 27,430 $ S 
Contributions/premiums - 137 6,130 
Loans/investment income 12,880 108 - 
Other receivables - 82 - 
Reimbursements/overpayments : : 1,672 
Total receivables 12,880 27,157 7,802 
Less: allowance for doubtful accounts : (416) (3,300) 
Receivables, net $ 12,880 $ 27,341 $ 4,502 
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B. Accounts Payables 


Governmental Activities 


Federal Internal Nonmajor State 
Special General Service Governmental Special 
Revenue Fund Funds Funds Revenue 
Accrued Interest $ 5 $ 354 $ 61 $2,537 $ 52 
Payroll 8,203 22,489 3,696 38 20,403 
Tax refunds - 157,421 - - - 
Vendors/individual 337,605 76,518 15,415 3,263 112,772 
Payables, net $345,813 $256,782 $19,172 $5,838 $133,227 
Business-type Activities 
Economic Nonmajor 
Development Enterprise Unemployment 
Bonds Funds Insurance 
Accrued Interest $432 $ 4 $ 
Payroll 23 989 - 
Vendors/individuals 2 15,046 2,299 
Payables, net $457 $16,039 $2,299 


C. Deferred Outflows of Resources 


Governmental Activities 


Federal Internal Nonmajor State 
Special General Service Governmental Special 
Revenue Fund Funds Funds Revenue 
Pension deferred outflows (1) $18 $329,358 $9,088 $ $70 
Refunding deferred outflows - - 3,836 - 
Total deferred outflows $18 $329,358 $9,088 $3,836 $70 
Business-type Activities 
Economic Nonmajor 
Development Enterprise 
Bonds Funds 
Pension deferred outflows (1) $65 $3,055 
Total deferred outflows $65 $3,055 


(1) _ Further detail regarding pension related deferred outflows of resources is provided in Note 6. 


D. Deferred Inflows of Resources 


Governmental Activities 


Internal Nonmajor State 
General Service Governmental Special 
Fund Funds Funds Revenue 
Pension deferred inflows (1) $54,005 $573 $ - $24 
Refunding deferred inflows 834 


Total deferred inflows $54,005 $573 $ 834 $24 
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Business-type Activities 


Economic Nonmajor 
Development Enterprise 
Bonds Funds 
Other deferred inflows $ - $ 1 
Pension deferred inflows (1) 1 227 
Total deferred inflows $ 1 $228 


(1) Further detail regarding pension related deferred inflows of resources is provided in Note 6. 


NOTE5. CAPITAL ASSETS 


On August 15, 2016, the Land Board approved, by vote of 5-0, a like-kind property exchange. Through the Department 
of Administration, the State acquired the land and existing building at 1698 A Street as part of a three-parcel land and 
building exchange between the State and a non-governmental entity. All three properties are located in Helena. The 
state-owned assets located at 1100 North Last Chance Gulch and 920 Front Street were exchanged for the 1698 A 
Street Property. This exchange removed two obsolete and costly buildings from the State’s portfolio and replaced 


them with one updated building. The assets are accounted for in a governmental fund. 


Changes in capital asset balances for the fiscal year ended June 30, 2017, are reflected in the following table (in 


thousands): 


Governmental Activities 


Capital assets not being depreciated: 
Land 
Construction work in progress 
Easements 
Museum and art 
Other 


Total capital assets not being depreciated 


Capital assets being depreciated: 
Infrastructure 
Land improvements 
Buildings/improvements 
Equipment 
Easements - amortized 
Other 
Total capital assets being depreciated 


Less accumulated depreciation for: 
Infrastructure 
Land improvements 
Buildings/improvements 
Equipment 
Other 
Total accumulated depreciation 


Total capital assets being depreciated, net 


Intangible assets 


Governmental activities capital assets, net 


Beginning Increases Decreases Ending 

Balance (1) (1) Balance 
$ 670,784 $ 24036 $ (784) $ 694,036 
941,329 750,920 (856,258) 835,991 
167,599 13,418 - 181,017 
65,498 34,325 99,823 
12,452 1,195 - 13,647 
1,857,662 823,894 (857,042) 1,824,514 
5,008,793 428,542 (163,756) 5,273,579 
60,543 1,806 (77) 62,272 
587,216 19,993 (6,270) 600,939 
366,149 35,681 (22,812) 379,018 
1,596 (73) 1,523 
6,950 247 - 7,197 
6,031,247 486,269 (192,988) 6,324,528 
(1,547,395) (164,766) 165,663 = (1,546,498) 
(24,935) (2,732) 44 (27,623) 
(357,553) (24,007) 6,960 (374,600) 
(237,532) (16,851) 15,058 (239,325) 
(5,573) (252) - (5,825) 
(2,172,988) (208,608) 187,725 (2,193,871) 
3,858,259 277,661 (5,263) 4,130,657 
37,700 13,662 (14,569) 36,793 
$5,753,621 $1,115,217 $(876,874) $5,991,964 


(1) _ The increases and decreases noted above include adjustments related to prior periods and correction of errors. 
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Business-type Activities Beginning Increases Decreases Ending 
Balance (1) (1) Balance 
Capital assets not being depreciated: 
Land $ 800 $ $ - $ 800 
Construction work in progress 3,090 5,896 (4,371) 4,615 
Other 4,293 28 (12) 4,309 
Total capital assets not being depreciated 8,183 5,924 (4,383) 9,724 


Capital assets being depreciated: 


Infrastructure 1,170 224 (219) 1,175 
Land improvements 3,830 - - 3,830 
Buildings/improvements 7,594 4,426 (1,897) 10,123 
Equipment 9,538 241 (404) 9,375 
Total capital assets being depreciated 22,132 4,891 (2,520) 24,503 

Less accumulated depreciation for: 
Infrastructure (694) (14) (708) 
Land improvements (1,617) (149) - (1,766) 
Buildings/improvements (5,802) (569) 186 (6,185) 
Equipment (6,155) (336) 129 (6,362) 
Total accumulated depreciation (14,268) (1,068) 315 (15,021) 
Total capital assets being depreciated, net 7,864 3,823 (2,205) 9,482 
Intangible assets 316 - (122) 194 
Business-type activities capital assets, net $16,363 $9,747 $(6,710) $19,400 


(1) The increases and decreases noted above include adjustments related to prior periods and corrections of errors. 


Depreciation expense was charged to governmental functions as follows (in thousands): 
Depreciation (2) 


General government $ 8,986 
Public safety 8,103 
Transportation, including depreciation of the highway system maintained by the State 166,109 
Health and human services 2,497 
Education 340 
Natural resources, including depreciation of the state's dams 11,094 
Depreciation on capital assets held by the internal service funds 11,479 

Total depreciation expense — Governmental Activities $208,608 


Depreciation expense was charged to business-type activities as follows (in thousands): 


Depreciation (2) 


Liquor Stores $ 165 
State Lottery 47 
Prison Funds 602 
West Yellowstone Airport 199 
Other Enterprise Funds 55 

Total depreciation expense — Business-type Activities $1,068 


(2) Depreciation expenses noted above include adjustments related to prior periods and correction of errors. 


NOTE 6. RETIREMENT PLANS 
A. General 


The funding policies for each plan provide for periodic employee, employer, and State of Montana (State) 
nonemployer contributions at rates specified by state law. An actuary determines the actuarial implications of the 
funding requirement in an annual actuarial valuation. The actuarial method used to determine the implications of the 
statutory funding level is the Entry Age Actuarial Cost Method, with both normal cost and amortization of the 
unfunded actuarial liability determined as a level percentage of payrolls. Benefits are established by state law and 
can only be amended by the Legislature. 


Montana State Fund, a discretely presented component of the State, by statute, prepares separately issued financial 
statements on a calendar year-end basis. Due to the difference in reporting period, there will be a variance between 
the note disclosures and the financial statements for some pension related items. 


Public Employees’ Retirement Board 


The Public Employees’ Retirement Board (PERB) oversees eight defined benefit plans: Public Employees’ 
Retirement System-Defined Benefit Retirement Plan (PERS-DBRP); Judges’ Retirement System (JRS); Highway 
Patrol Officers’ Retirement System (HPORS); Sheriffs’ Retirement System (SRS); Game Wardens’ and Peace 
Officers’ Retirement System (GWPORS); Municipal Police Officers’ Retirement System (MPORS); Firefighters’ 
Unified Retirement System (FURS); and Volunteer Firefighters’ Compensation Act (VFCA). The PERB also 
oversees two defined contribution plans: Public Employees’ Retirement System-Defined Contribution Retirement 
Plan (PERS-DCRP) and the 457-Deferred Compensation Plan (457 Plan). All of the benefit plans, defined benefit 
and defined contribution, are administered by the Montana Public Employees’ Retirement Administration 
(MPERA). Separately issued financial statements and actuarial reports can be obtained at 100 North Park, Suite 
200, PO Box 200131, Helena, MT 59620-0131. The financial statements and the latest actuarial valuation may also 
be attained here: http://mpera.mt.gov/. The financial statements for the PERS-DBRP include activity for the defined 
benefit plan and the associated education fund. The PERS-DCRP financial statements include activity for the 
defined contribution plan and the associated education fund. 


The PERB is an independent, seven-member board, appointed by the Governor. The members are assigned five- 
year, staggered terms. The PERB consists of two members at large, two active defined benefit public employees, 
one active defined contribution public employee, one member experienced in investments, and one retired public 
employee. The PERB approves the annual operating budget, developed by MPERA management, before the 
beginning of the fiscal year. As governed by statute, the PERB’s defined benefit administrative expenses may not 
exceed 1.5% of the total defined benefit plan retirement benefits paid. In addition, the PERB decides legislative 
policy and priorities, hires the executive director, establishes the policies and procedures that govern operations at 
MPERA, and hear and rule on appeal matters of disabilities, retirees, and members. PERB members do not receive 
compensation for their service to the MPERA, but are reimbursed for necessary expenses incurred while serving. 


All defined benefit pension plans provide retirement, disability, and death benefits to the plan members and their 
beneficiaries. The PERS-DCRP Disability OPEB Plan provides a defined benefit for disabled members of the 
PERS-DCRP. Beneficiaries do not receive disability benefits but may attain retirement benefits from the PERS- 
DCRP. A summary of the plan eligibility and benefits are found in the Summary of Benefits sections throughout 
Note 6. Related disclosures for the PERS-DCRP Disability Plan can be found within Note 7 of this report. 


Teachers’ Retirement System 
The Teachers’ Retirement System (TRS) is a defined benefit plan administered by the Teachers Retirement Board 


(TRB). The plan prepares a publicly issued comprehensive annual financial report that includes financial statements 
and required supplementary information for TRS. Separately issued financial statements, actuarial valuations and 
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experience studies can be obtained at 1500 East Sixth Avenue, PO Box 200139, Helena, MT 59620-0319; or can be 
found online at https://trs.mt.gov/. 


The TRB consists of six members, all of which are appointed by the Governor. Three TRB members must be 
teaching professionals who, when appointed, are active members of TRS; at least one of them must be an active 
classroom teacher. One TRB member must be a retired teacher who was a member of TRS at the time of retirement. 
Two TRB members are appointed from the public at large. TRB members serve staggered five-year terms. Three 
TRB members constitutes a quorum. 


A summary of the number of participating employer and nonemployer contributing entities as of June 30, 2017, 
follows: 


Classification of PERS- PERS- 

Participant GWPORS __ DBRP DCRP SRS MPORS __ FURS VFCA TRS 
Employer 7 539 300 57 33 27 244 369 
Nonemployer 

contributing entity - 1 - - 1 1 1 1 
Total Participants 7 540 300 57 34 28 245 370 


There are approximately 700 State employees who are eligible to participate in defined benefit pension plans, other 
than the plans listed above. 


B. Summary of Significant Accounting Policies 


The MPERA prepares its financial statements using the accrual basis of accounting. For the purposes of measuring 
the net pension liability, deferred inflows of resources and deferred outflows of resources related to pensions, 
pension expense, information about the fiduciary net position, and additions to/deductions from fiduciary net 
position, the items have been determined on the same accrual basis as they are reported by the MPERA. For this 
purpose, member contributions are recognized in the period in which contributions are due. Employer contributions 
are recognized when due and the employer has made a formal commitment to provide the contributions. Revenues 
are recognized in the accounting period they are earned and become measurable. Benefit payments and refunds are 
recognized in the accounting period when due and payable in accordance with the benefit terms. Expenses are 
recognized in the period incurred. Investments are reported at fair value. The MPERA adheres to all applicable 
Governmental Accounting Standards Board (GASB) statements. 


The TRS prepares its financial statements using the accrual basis of accounting. For the purposes of measuring the 
net pension liability, deferred inflows of resources and deferred outflows of resources related to pensions, pension 
expense, information about the fiduciary net position of the TRS, and additions to/deductions from TRS’s fiduciary 
net position, the items have been determined on the same accrual basis as they are reported by the TRS. For this 
purpose, plan contributions are recognized as of employer payroll paid dates. Benefit payments and refunds are 
recognized when due and payable in accordance with the benefit terms. Investments are reported at fair value. The 
TRS adheres to all applicable GASB statements. 


The pension trust fund financial statements presented in this report are prepared using the accrual basis of 
accounting in the same manner as that described for the pension plan administrators above. 
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C. Public Employee Defined Benefit Retirement Plan 


A summary of classes of members in JRS, HPORS, GWPORS, PERS-DBRP, SRS, MPORS, FURS, VFCA, TRS, 
PERS-DCRP, and 457-Deferred Compensation covered by benefit terms at June 30, 2017, follows: 


Multi-Employer 


at eh see Single-Employer Defined Multi-Employer Defined Benefit Defined 
porting Purp Benefit Contribution 
: : PERS- PERS- 457- 
1 1 
Plan Designation JRS HPORS! GWPORS DBRP? SRS MPORS! FURS’ VFCA TRS DCRP DC 


Classification of Member 
Active 56 238 1,012 ff 29,395 1,415 775 678 1,957 18,917 2,541 4,898 
Inactive entitled to, but not 

yet receiving, benefits or 


a refund: 
Vested 2 16 114 3,677 108 75 39 824 ~=1,779 475 4,341 
Nonvested 1 17 304 fi] 16,659 465 143 54 - 13,712 653 - 


Inactive members and 
beneficiaries currently 
receiving benefits: 


Service retirements? 62 313 262 ff) 21,181 595 731 604 1,435 13,630 58 - 
Disability retirements 1 6 3 161 29 30 6 1 203 3 - 
Survivor benefits4 5 12 11 463 24 30 20 2 1,733 3 - 
Total Membership 127 602 1,706 | 71,536 2,636 1,784 1,401 4,219 49,974 3,733 9,239 


1ncludes DROP in the Active count. 

2The Inactive Nonvested count includes dormant accounts that were previously not counted. 
3Includes “Alternate Payees” and “Death After Retirement” benefit payments. 

4Includes “Death Before Retirement” benefit payments. 


A summary of pension liability, pension assets, net pension liability/(asset), pension expense/(income), deferred 
outflows of resources, and deferred inflows of resources by plan and total for the State as an employer entity 
reported as of June 30, 2017, based on a June 30, 2016, actuarial valuation, follows with amounts presented in 


thousands: 
Employer's Employer's — Employer’s Net Employer's Employer's Employer's 
Total Pension Pension Pension Pension Deferred Outflows Deferred Inflows 

System Liability Assets Liability(Asset) _ Expense/(Income) of Resources of Resources 
JRS $ 53,953 $ 87,805 $ (33,852) $ (2,114) $ 4,607 $ 1,522 
HPORS 200,752 128,973 71,779 6,987 9,938 - 
GWPORS 187,534 154,685 32,850 5,890 12,446 177 
PERS-DBRP 3,586,402 2,679,522 906,880 79,198 160,734 18,642 
SRS 25,899 16,317 9,582 1,214 5,072 1,638 
FURS 10,535 7,952 2,583 419 1,046 24 
TRS 171,146 114,130 57,016 10,530 33,941 1,652 
Totals $4,236,221 $3,189,384 $1,046,838 $102,124 $227,784 $23,655 


(1) State as the Single Employer 


Judges’ Retirement System — The JRS, administered by the MPERA, is a single-employer defined benefit plan 
established in 1967, and governed by Title 19, chapters 2 & 5, MCA (Montana Code Annotated). This plan provides 
retirement benefits for all Montana judges of the district courts, justices of the Supreme Court, the Chief Water 
Judge, and the Associate Water Judge. Benefits are established by state law and can only be amended by the 
Legislature. The JRS provides retirement, disability, and death benefits to plan members and their beneficiaries. 
Benefits are based on eligibility, years of service and compensation. Member rights are vested after five years of 
service. 
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Summary of Benefits 


Member’s current salary! or highest average compensation (HAC) 

‘Hired prior to July 1, 1997, and non-Guaranteed Annual Benefit Adjustment (GABA) — monthly 
compensation at time of retirement; 

*Hired on or after July 1, 1997, or electing GABA — HAC during any consecutive 36 months; 

Hired on or after July 1, 2013 — 110% annual cap on compensation considered as a part of a 
member’s HAC. 


Eligibility for benefit 
Age 60, 5 years of membership service; 
Any age with 5 years of membership service — involuntary termination, actuarially reduced. 


Vesting 
5 years of membership service. 


Monthly benefit formula 
34% of current salary! (non-GABA) or HAC? (GABA) per year of service credit for the first 15 
years of service credit, plus 1.785% per year for each year after 15 years. 


Guaranteed Annual Benefit Adjustment (GABA) 
Hired on or after July 1, 1997, or those electing GABA — after the member has completed 12 full 
months of retirement, the member’s benefit increases by a maximum of 3.0% each January, inclusive 
of all other adjustments to the member’s benefit. 


Minimum benefit adjustment (non-GABA) 

If hired prior to July 1, 1997, and member did not elect GABA — current salary of an active member 
in same position is used in the calculation of the monthly benefit each time the Legislature increases 
salaries for active judges. 


Contributions to the Plan 
Rates are specified by state law for periodic employee and employer contributions. The Legislature has the authority 
to establish and amend contribution rates to the plan. 


Member contributions to the system — Contributions are deducted from each member’s salary and 
remitted by the participating employer. An individual account is established for each member’s 
contributions and interest allocations until a retirement or refund request is processed. Plan members 
are required to contribute 7.0% of the member’s monthly compensation. 


Employer contributions to the system — As the employer, the State is required to contribute 25.81% of 
a member’s compensation. 


Actuarial Assumptions 

The total pension liability/(asset) used to calculate the net pension liability/(asset) was determined by an actuarial 
valuation as of June 30, 2015, with update procedures used to roll forward the total pension liability/(asset) to June 
30, 2016. The actuarial assumptions used in the June 30, 2016, valuation were based on the results of the last 
actuarial experience study dated June 2010 for the six-year period of July 1, 2003, to June 30, 2009. There were 
several significant assumptions and other inputs used to measure the total pension liability/(asset). Among those 
assumptions were the following: 


Investment Return 7.75% 
Admin Expense as a % of Payroll 0.15% 
General Wage Growth 4.00% 
Inflation at 3.00% 


Merit Increases None 


e Postretirement Benefit Increases — After the member has completed 12 full months of retirement, the 
member’s benefit increases by the applicable percentage (provided below) each January, inclusive of other 
adjustments to the member’s benefit: 

0 3% for members electing GABA or hired on or after July 1, 1997 
oO Current salary of an active member in the same position, if hired prior to July 1, 1997, 
and not electing GABA 

e Mortality assumptions among contributing members, terminated vested members, service retired members 
and beneficiaries are based on RP 2000 Combined Employee and Annuitant Mortality Tables projected to 
2015 with scale AA. 

e Mortality assumptions among Disabled Retirees are based on RP 2000 Combined Employee and Annuitant 
Mortality Tables with no projections. No future mortality improvement is assumed. 


Discount Rate 

The discount rate used to measure the total pension asset was 7.75%. The projection of cash flows used to determine 
the discount rate assumed that contributions from participating plan members and employers will be made based on 
the PERB’s funding policy, which establishes the contractually required rates under MCA. Based on those 
assumptions, the JRS’s fiduciary net position was projected to be adequate to make all the projected future benefit 
payments of current plan members through the year 2117. Therefore, the long-term expected rate of return on 
pension plan investments was applied to all periods of projected benefit payments to determine the total pension 
asset. A municipal bond rate was not incorporated in the discount rate. 


Target Allocations 

The long-term expected return on pension plan assets is reviewed as part of the regular experience study prepared 
for the JRS. The most recent analysis, performed for the period covering fiscal years 2004 through 2009, is outlined 
in a report dated June 2010, which is located on the MPERA website. Several factors are considered in evaluating 
the long-term rate of return assumption. These factors include rates of return adopted by similar public-sector 
systems, as well as the utilization of a building block method in which best-estimate ranges of expected future real 
rates of return (expected returns, net of pension plan investment expense and inflation) are developed by the 
investment consultant for each major asset class. These ranges were combined to produce the long-term expected 
rate of return by weighting the expected future real rates of return by the target asset allocation percentage and then 
adding expected inflation. The assumption is intended to be a long-term assumption and is not expected to change 
absent a significant change in the asset allocation, a change in the inflation assumption, or a fundamental change in 
the market that alters expected returns in future years. Best estimates are presented as the arithmetic real rates of 
return for each major asset class included in the JRS’s target asset allocation as of June 30, 2016, is summarized in 
the table that follows: 


Target Asset Long-Term Expected 


Asset Class Allocation Real Rate of Return 
Cash Equivalents 2.60% 4.00% 
Domestic Equity 36.00% 4.55% 
Foreign Equity 18.00% 6.35% 

Fixed Income 23.40% 1.00% 
Private Equity 12.00% 7.75% 
Real Estate 8.00% 4.00% 


Sensitivity Analysis 

In accordance with GASB 68 regarding the disclosure of the sensitivity of the net pension liability/(asset) to changes 
in the discount rate, the table below presents the net pension liability/(asset) calculated using the discount rate of 
7.75%, as well as what the net pension liability/(asset) would be if it were calculated using a discount rate that is 
1.00% lower (6.75%) or 1.00% higher (8.75%) than the current rate. 


(in thousands) 
1.0% Decrease Current 1.0% Increase 
(6.75%) Discount Rate (8.75%) 


JRS Net Pension (Asset) ($29,753) ($33,852) ($39,015) 
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Net Pension Asset 

In accordance with GASB 68, employers are required to recognize and report certain amounts associated with their 
participation in the JRS. GASB 68 became effective June 30, 2015, and includes requirements for participants to 
record and report their proportionate share of the collective net pension asset (NPA), pension expense, deferred 
inflows of resources and deferred outflows of resources associated with pensions. 


(dollars presented in thousands) 
Net Pension Liability | Net Pension Liability Percent of 
(Asset) as of 6/30/15 (Asset) as of 6/30/16 Collective NPA 
Employer's Proportionate Share ($33,961) ($33,852) 100% 


At June 30, 2017, the employer reported a net pension asset of $33.9 million for its proportionate share of the net 

pension asset. The net pension asset was measured as of June 30, 2016, and the total pension liability used to 

calculate the net pension asset was determined by an actuarial valuation as of June 30, 2015, with update procedures 

used to roll forward the total pension liability to June 30, 2016. The employer’s proportion of the net pension asset 

was based on the employer’s contributions received by JRS during the measurement period July 1, 2015, through 

June 30, 2016, relative to the total employer contributions received from all of the JRS participating employers. 
Changes in actuarial assumptions and methods: There were no changes in assumptions or other 
inputs that affected the measurement of the total pension liability. 


Changes in benefit terms: There have been no changes in benefit terms since the previous 
measurement date. 


Changes in proportionate share: There were no changes between the measurement date of the 
collective net pension asset and the employer’s reporting date that are expected to have a significant 


effect on the employer’s proportionate share of the collective net pension asset. 


Other Items Related to and Changes in Net Pension Asset 


(in thousands) 
Total Pension Plan Fiduciary Net Pension 
Liability Net Position Liability/(Asset) 

Balances at 6/30/2015 $53,146 $87,107 ($33,961) 
Service Costs 1,578 - 1,578 
Interest 3,986 - 3,986 
Difference between Expected 

and Actual Experience 34 : 34) 
Contributions — employer - 1,806 (1,806) 
Contributions — member - 729 (729) 
Net Investment Income - 1,779 (1,779 
Benefit Payments (3,416) (3,416) - 
Administrative Expense - (197) 197 
Other Changes - (3) 3 
Net Changes 807 698 109 
Balances at 6/30/2016 $53,953 $87,805 ($33,852) 


Pension Expense 
At June 30, 2017, the employer recognized pension expense/(income) of ($2.1) million for the JRS. 


Deferred Outflows and Inflows 
At June 30, 2017, the employer recognized a beginning deferred outflow of resources for fiscal year 2016 
contributions of $1.8 million. 


As of the fiscal year ended June 30, 2017, remaining deferred outflows of resources and deferred inflows of 
resources related to the JRS are from the following sources: 


(in thousands) 
Deferred Outflows — Deferred Inflows 
of Resources of Resources 

Difference between projected and actual 7 $1,522 

earnings on pension plan investments : 
Earnings on pension plan investments $2,807 
Contributions paid to JRS subsequent to the 1.800 : 

measurement date —- FY 2017 Contributions ’ 

Totals $4,607 $1,522 


Amounts reported as deferred outflows of resources related to pensions resulting from the employer’s contributions 
made subsequent to the June 30, 2016, measurement date will be recognized as a reduction of the net pension 
liability in the fiscal year ended June 30, 2018. 


Other amounts reported as deferred outflows of resources and deferred inflows of resources related to pensions will 
be recognized in pension expense as follows: 
(in thousands) 
Amount recognized in Pension 
Expense as an increase or 


Year ended June 30: (decrease) to Pension Expense 
2018 $(441) 

2019 (441) 

2020 1,181 

2021 986 

2022 : 

Thereafter 


Highway Patrol Officers’ Retirement System — The HPORS, administered by the MPERA, is a single-employer 
defined benefit plan established in July 1, 1945, and governed by Title 19, chapters 2 & 6, MCA. This plan provides 
retirement benefits to all members of the Montana Highway Patrol, including supervisory personnel. Benefits are 
established by state law and can only be amended by the Legislature. The HPORS provides retirement, disability, 
and death benefits to plan members and their statutory beneficiaries. Benefits are based on eligibility, years of 
service, and highest average compensation. Member rights for death and disability are vested immediately. All other 
member rights are vested after 5 or 10 years of service. 


Section 19-6-709, MCA provides eligible members retired prior to July 1, 1991, or their survivors, an annual 
supplemental lump-sum payment distributed each September. This lump-sum payment is funded by a statutory 
appropriation requested by the PERB from the General Fund. Factors impacting eligibility include the number of 
years the recipient has received a service retirement or disability benefit, the recipient’s age, and whether the 
recipient is employed in a position covered by a retirement system under Title 19, MCA. 


Deferred Retirement Option Plan (DROP) 

Beginning October 1, 2015, eligible members of HPORS can participate in the DROP by filing a one-time 
irrevocable election with the PERB. The DROP is governed by Title 19, Chapter 6, Part 10, MCA. A member must 
have completed at least twenty years of membership service to be eligible. They may elect to participate in the 
DROP for a minimum of one month and a maximum of 60 months and may only participate in the DROP once. A 
participant remains a member of the HPORS, but will not receive membership service or service credit in the system 
for the duration of the member’s DROP period. During participation in the DROP, all mandatory employer 
contributions continue to the retirement system; mandatory employee contributions are deposited to the members 
DROP account. A monthly benefit is calculated based on salary and years of service to date as of the beginning of 
the DROP period. The monthly benefit is paid into the member’s DROP account until the end of the DROP period. 
At the end of the DROP period, the participant may receive the balance of the DROP account in a lump-sum 
payment or in a direct rollover to another eligible plan, as allowed by the IRS. If the participant continues 
employment after the DROP period ends, they will again accrue membership service and service credit. The DROP 
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account cannot be distributed until employment is formally terminated. The balance held by MPERA for HPORS 
DROP participants as of June 30, 2017, was approximately $680.0 thousand. 


Summary of Benefits 


Member’s highest average compensation (HAC) 

Hired prior to July 1, 2013 — HAC during any consecutive 36 months; 

Hired on or after July 1, 2013 — 110% annual cap on compensation considered as a part of a 
member’s HAC. 


Eligibility for benefit 
20 years of membership service, regardless of age. 


Early Retirement 
Hired prior to July 1, 2013 —5 years of membership service, actuarially reduced from age 60. 
Hired on or after July 1, 2013 — 10 years of membership service, actuarially reduced from age 60. 


Vesting 
Hired prior to July 1, 2013 — 5 years of membership service. 
Hired on or after July 1, 2013 — 10 years of membership service. 


Monthly benefit formula 
Retire prior to July 1, 2013 — 2.5% of HAC per year of service credit. 
Retire on or after July 1, 2013 — 2.6% of HAC per year of service credit. 


Guaranteed Annual Benefit Adjustment (GABA) 
Hired on or after July 1, 1997, or those electing GABA — after the member has completed 12 full 
months of retirement, the member’s benefit increases by a maximum of 3.0% each January, inclusive 
of all other adjustments to the member’s benefit. 


Hired on or after July 1, 2013 — after the member has completed 36 full months of retirement, the 
member’s benefit increase by a maximum of 1.5% each January, inclusive of all other adjustments to 
the member’s benefit. 


Minimum Monthly Benefit (non-GABA) 

If hired prior to July 1, 1997, and member did not elect GABA — the minimum monthly benefit is 
equal to 2% of the service credit multiplied by the current base compensation of a probationary 
highway patrol officer. Any annual increase is limited to 5.0% over the current benefit and may not 
exceed 60% of the current base salary of a probationary officer. 


Contributions to the Plan 
Rates are specified by state law for periodic employee and employer contributions. The Legislature has the 
authority to establish and amend contribution rates to the plan. 


Member contributions to the system — Contributions are deducted from each member’s salary and 
remitted by participating employer. 

Hired prior to July 1, 1997, and not electing GABA — Plan members are required to contribute 
13.00%. 

Hired after June 30, 1997, and electing GABA — Plan members are required to contribute 13.05%. 
Effective July 1, 2013, and ending July 1, 2016, all HRORS member contributions, regardless of 
hired date, increased 1.0% annually. 


Employer contributions to the system — As the employer, the State is required to contribute 38.33% of 
a member’s compensation. The first 28.15% is payable from the same sources used to pay a 
member’s compensation. The remaining amount, equal to 10.18%, is payable from the General Fund 
through a statutory appropriation. 


Actuarial Assumptions 

The total pension liability used to calculate the net pension liability was determined by an actuarial valuation as of 
June 30, 2015, with update procedures used to roll forward the total pension liability to June 30, 2016. The actuarial 
assumptions used in the June 30, 2016, valuation were based on the results of the last actuarial experience study, 
dated June 2010 for the six-year period of July 1, 2003, to June 30, 2009. There were several significant assumptions 
and other inputs used to measure the total pension liability. Among those assumptions were the following: 


e = Investment Return 7.75% 

e Administrative Expense asa% of Payroll 0.23% 

e General Wage Growth 4.00% 

e Inflation at 3.00% 

e Merit Increases 0.00% to 7.30% 

e Postretirement Benefit Increases — After the member has completed 12 full months of retirement, the 


member’s benefit increases by the applicable percentage each January, inclusive of other adjustments to the 
member’s benefit: 
0 Ifelecting GABA or hired on or after July 1, 1997 — 3.00% 
Oo Hired on or after July 1, 2013 — 1.50% 
o Minimum Benefit Adjustment — Limited to 5% over the current benefit and may not 
exceed 60% of a newly confirmed officer 
e Mortality assumptions among contributing members, terminated vested members, service retired members 
and beneficiaries are based on RP 2000 Combined Employee and Annuitant Mortality Tables projected to 
2015 with scale AA. 
e Mortality assumptions among Disabled Retirees are based on RP 2000 Combined Employee and Annuitant 
Mortality Tables with no projections. No future mortality improvement is assumed. 


Discount Rate 

The discount rate used to measure the total pension liability was 7.75%. The projection of cash flows used to 
determine the discount rate assumed that contributions from participating plan members and employers will be made 
based on the PERB’s funding policy, which establishes the contractually required rates under MCA. The State 
contributes 10.18% of salaries paid by employers, however, this is considered an employer contribution since 
HPORS is a single-employer plan and the State is the only employer. Based on those assumptions, the HPORS’s 
fiduciary net position was projected to be adequate to make all the projected future benefit payments of current plan 
members through the year 2117. Therefore, the long-term expected rate of return on pension plan investments was 
applied to all periods of projected benefit payments to determine the total pension liability. A municipal bond rate 
was not incorporated in the discount rate. 


Target Allocations 

The long-term expected return on pension plan assets is reviewed as part of the regular experience studies prepared 
for the HPORS. The most recent analysis, performed for the period covering fiscal years 2004 through 2009, is 
outlined in a report dated June 2010, which is located on the MPERA website. Several factors are considered in 
evaluating the long-term rate of return assumption. These factors include rates of return adopted by similar public- 
sector systems, as well as utilization of a building block method in which best-estimate ranges of expected future 
real rates of return (expected returns, net of pension plan investment expense and inflation) are developed by an 
investment consultant for each major asset class. These ranges were combined to produce the long-term expected 
rate of return by weighting the expected future real rates of return by the target asset allocation percentage and then 
adding expected inflation. The assumption is intended to be a long-term assumption and is not expected to change 
absent a significant change in the asset allocation, a change in the inflation assumption, or a fundamental change in 
the market that alters expected returns in future years. Best estimates are presented as the arithmetic real rates of 
return for each major asset class included in the HPORS’s target asset allocation as of June 30, 2016, is summarized 
in the table that follows: 


Target Asset Long-Term Expected 
Asset Class Allocation Real Rate of Return 
Cash Equivalents 2.60% 4.00% 


Domestic Equity 36.00% 4.55% 
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Target Asset Long-Term Expected 
Asset Class Allocation Real Rate of Return 
Foreign Equity 18.00% 6.35% 
Fixed Income 23.40% 1.00% 
Private Equity 12.00% 7.15% 
Real Estate 8.00% 4.00% 


Sensitivity Analysis 
In accordance with GASB 68 regarding the disclosure of the sensitivity of the net pension liability to changes in the 
discount rate, the table below presents the net pension liability calculated using the discount rate of 7.75%, as well 
as what the net pension liability would be if it were calculated using a discount rate that is 1.00% lower (6.75%) or 
1.00% higher (8.75%) than the current rate. 

(in thousands) 


1.0% Decrease Current 1.0% Increase 
(6.75%) Discount Rate (8.75%) 
HPORS Net Pension Liability $99,166 $71,779 $50,127 


Net Pension Liability 

In accordance with GASB 68, employers are required to recognize and report certain amounts associated with their 
participation in the HPORS. GASB 68 became effective June 30, 2015, and includes requirements for participants to 
record and report their proportionate share of the collective net pension liability (NPL), pension expense, deferred 
inflows or resources, and deferred outflows of resources associated with pensions. 


(dollars presented in thousands) 
Net Pension Liability | Net Pension Liability Percent of 
as of 6/30/15 as of 6/30/16 Collective NPL 
Employer's Proportionate Share $63,899 $71,779 100% 


At June 30, 2017, the employer reported a liability of $71.8 million for its proportionate share of the net pension 

liability. The net pension liability was measured as of June 30, 2016, and the total pension liability used to calculate 

the net pension liability was determined by an actuarial valuation as of June 30, 2015, with update procedures used 

to roll forward the total pension liability to June 30, 2016. The employer’s proportion of the net pension liability was 

based on the employer’s contributions received by HPORS during the measurement period July 1, 2015, through 

June 30, 2016, relative to the total employer contributions received from all of the HPORS participating employers. 
Changes in actuarial assumptions and methods: There were no changes in assumptions or other 
inputs that affected the measurement of the total pension liability. 


Changes in benefit terms: Effective October 1, 2015, a member who retires with at least 20 years of 
service will be allowed to participate in the Deferred Retirement Option Program (DROP). While the 
member is participating in the DROP, they will continue to work while accumulating their retirement 
benefit with interest. The interest rate that the balance is accumulated at is the assumed rate of return 
which is 7.75% per year. Once the member terminates from active service they will begin to receive 
their monthly pension in addition to the accumulated DROP account. The maximum period a member 
can participate in the DROP is 60 months. 


Changes in proportionate share: There were no changes between the measurement date of the 
collective net pension liability and the employer’s reporting date that are expected to have a 
significant effect on the employer’s proportionate share of the collective net pension liability. 


Other Items Related to and Changes in Net Pension Liability 


(in thousands) 
Total Pension PlanFiduciary Net Pension 


Liability Net Position Liability 
Balances at 6/30/2015 $192,966 $129,067 $63,899 
Service Costs 3,799 - 3,799 


Interest 14,545 - 14,545 


Pension Expense 


Difference Expected and Actual 
Experience 

Contributions — employer 
Contributions — non-employer 
Contributions - member 

Net Investment Income 
Refund of Contributions 
Benefit Payments 
Administrative Expense 
Other Changes 

Net Changes 

Balances at 6/30/2016 


(in thousands) 


Total Pension PlanFiduciary Net Pension 


Liability Net Position Liability 
18 18 

5,916 (5,916) 

243 (243) 

- 1,917 (1,917) 

- 2,605 (2,605) 

(94) (94) : 
(10,482) (10,482) - 
- (197) 197 

- (2) 2 

7,786 (94) 7,880 
$200,752 $128,973 $71,779 


At June 30, 2017, the employer recognized pension expense of $7.0 million for the HPORS. 


Deferred Outflows and Inflows 


At June 30, 2017, the employer recognized a beginning deferred outflow of resources for fiscal year 2016 


contributions of $6.1 million. 


As of the fiscal year ended June 30, 2017, remaining deferred outflows of resources related to the HPORS are from 


the following sources: 


Difference between expected and actual 
Difference between projected and actual earnings 


Contributions paid to HPORS subsequent to the 
measurement date —- FY 2017 Contributions 


Amounts reported as deferred outflows of resources related to pensions resulting from the employer’s contributions 
made subsequent to the June 30, 2016, measurement date will be recognized as a reduction of the net pension 


experience 


on pension plan investments 


Totals 


liability in the fiscal year ended June 30, 2018. 


Other amounts reported as deferred outflows of resources and deferred inflows of resources related to pensions will 


be recognized in pension expense as follows: 


Year ended 
June 30: 


(in thousands) 


Deferred 
Outflows of 
Resources 


Deferred Inflows 
of Resources 


$ 147 
4,084 


5,707 


$9,938 


(in thousands) 
Amount recognized in Pension 
Expense as an increase or 
(decrease) to Pension Expense 


2018 
2019 
2020 
2021 
2022 
Thereafter 


$ 262 
262 
2,249 
1,458 
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Game Wardens’ & Peace Officers’ Retirement System — The GWPORS, administered by the MPERA, is a 
multi-employer, cost-sharing defined benefit plan established in 1963, and governed by Title 19, chapters 2 & 8, 
MCA. This plan provides retirement benefits to all persons employed as a game warden, warden supervisory 
personnel, or state peace officer. Benefits are established by state law and can only be amended by the Legislature. 
The GWPORS provides retirement, disability and death benefits to plan members and their beneficiaries. Benefits 
are based on eligibility, years of service and highest average compensation. 


The State of Montana and its discretely presented component units are the only employers who participate in the 
GWPORS. Therefore, while the plan is considered to be a multi-employer, cost-sharing defined benefit plan for 
actuarial valuation purposes, in accordance with GASB 68, the plan is treated as if it were a single-employer defined 
benefit pension plan type for financial reporting. 


Summary of Benefits 
Member’s highest average compensation (HAC) 
Hired prior to July 1, 2011 — highest average compensation during any consecutive 36 months; 
Hired on or after July 1, 2011 — highest average compensation during any consecutive 60 months; 
Hired on or after July 1, 2013 — 110% annual cap on compensation considered as a part of a 
member’s HAC. 


Eligibility for benefit 
Service Retirement 
Age 50, 20 years of membership service. 


Early Retirement (reduced benefit) 
Age 55, vested members who terminate employment prior to 20 years of membership service. 


Vesting 
5 years of membership service. 


Monthly benefit formula 
2.5% of HAC per year of service credit. 


Guaranteed Annual Benefit Adjustment (GABA) 
After the member has completed 12 full months of retirement, the member’s benefit increases by the 
applicable percentage (provided below) each January, inclusive of all other adjustments to the 
member’s benefit: 

0 3.0% for members hired prior to July 1, 2007 

oO 1.5% for members hired on or after July 1, 2007 


Contributions to the Plan 

Rates are specified by state law for periodic employee and employer contributions. The Legislature has the 

authority to establish and amend contribution rates to the plan. 
Member contributions to the system — Contributions are deducted from each member’s salary and 
remitted by participating employers. Plan members are required to contribute 10.56% of member’s 
compensation. 


Employer contributions to the system — State agency and university employers are required to 
contribute 9.0% of a member’s compensation. 


Actuarial Assumptions 

The total pension liability used to calculate the net pension liability was determined by an actuarial valuation as of 
June 30, 2015, with update procedures used to roll forward the total pension liability to June 30, 2016. The actuarial 
assumptions used in the June 30, 2016, valuation were based on the results of the last actuarial experience study, 


dated June 2010 for the six-year period of July 1, 2003, to June 30, 2009. There were several significant assumptions 
and other inputs used to measure the total pension liability. Among those assumptions were the following: 


e = Investment Return 7.75% 

e Admin Expense as a% of payroll 0.17% 

e General Wage Growth 4.00% 

e Inflation at 3.00% 

e Merit Increases 0.00% to 7.30% 

e Postretirement Benefit Increases — After the member has completed 12 full months of retirement, the 


member’s benefit increases by the applicable percentage each January, inclusive of other adjustments to the 
member’s benefit: 
O 3.00% for members hired prior to July 1, 2007 
O 1.50% for members hired on or after July 1, 2007 
e Mortality assumptions among contributing members, terminated vested members, service retired members 
and beneficiaries are based on RP 2000 Combined Employee and Annuitant Mortality Tables projected to 
2015 with scale AA. 
e Mortality assumptions among Disabled Retirees are based on RP 2000 Combined Employee and Annuitant 
Mortality Tables with no projections. No future mortality improvement is assumed. 


Discount Rate 

The discount rate used to measure the total pension liability was 7.75%. The projection of cash flows used to 
determine the discount rate assumed that contributions from participating plan members and employers will be made 
based on the PERB’s funding policy, which establishes the contractually required rates under MCA. Based on those 
assumptions, the GWPORS’s fiduciary net position was projected to be adequate to make all the projected future 
benefit payments of current plan members through the year 2117. Therefore, the long-term expected rate of return 
on pension plan investments was applied to all periods of projected benefit payments to determine the total pension 
liability. A municipal bond rate was not incorporated in the discount rate. 


Target Allocations 

The long-term expected return on pension plan assets is reviewed as part of the regular experience study prepared 
for the GWPORS. The most recent analysis, performed for the period covering fiscal years 2004 through 2009, is 
outlined in a report dated June 2010, which is located on the MPERA website. Several factors are considered in 
evaluating the long-term rate of return assumption. These factors include historical rates of return, rate of return 
assumptions adopted by similar public-sector systems, as well as the utilization of a building block method in which 
best-estimate ranges of expected future real rates of return (expected returns, net of pension plan investment expense 
and inflation) are developed by an investment consultant for each major asset class. These ranges were combined to 
produce the long-term expected rate of return by weighting the expected future real rates of return by the target asset 
allocation percentage and then adding expected inflation. The assumption is intended to be a long-term assumption 
and is not expected to change absent a significant change in the asset allocation, a change in the inflation 
assumption, or a fundamental change in the market that alters expected returns in future years. Best estimates are 
presented as the arithmetic real rates of return for each major asset class included in the GWPORS’s target asset 
allocation as of June 30, 2016, is summarized in the table below: 


Target Asset Long-Term Expected 


Asset Class Allocation Real Rate of Return 
Cash Equivalents 2.60% 4.00% 
Domestic Equity 36.00% 4.55% 
Foreign Equity 18.00% 6.35% 
Fixed Income 23.40% 1.00% 
Private Equity 12.00% 7.75% 
Real Estate 8.00% 4.00% 


Sensitivity Analysis 
In accordance with GASB 68 regarding the disclosure of the sensitivity of the net pension liability to changes in the 
discount rate, the table below presents the net pension liability calculated using the discount rate of 7.75%, as well 
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as what the net pension liability would be if it were calculated using a discount rate that is 1.00% lower (6.75%) or 
1.00% higher (8.75%) than the current rate. 


(in thousands) 
0, 
min Current 1.0% Increase 
i 0, 
(6.75%) Discount Rate (8.75%) 
Primary Government GWPORS Net Pension Liability $57,479 $31,055 $9,089 
Discretely Presented Component Units GWPORS 3,322 1,795 595 
Net Pension Liability 

Total Employer GWPORS Net Pension Liability $60,801 $32,850 $9,614 


Net Pension Liability 

In accordance with GASB 68, employers are required to recognize and report certain amounts associated with their 
participation in the GWPORS. Statement 68 became effective June 30, 2015, and includes requirements for 
participants to record and report their proportionate share of the collective net pension liability (NPL), pension 
expense, deferred inflows of resources and deferred outflows of resources associated with pensions. 


(dollars presented in thousands) 


Net Pension Liability | Net Pension Liability Percent of 
as of 6/30/15 as of 6/30/16 Collective NPL 
Primary Government Employer Proportionate Share $19,849 $31,055 94.536685% 
Discretely Presented Component Unit Share 1,162 1,795 5.463315% 
Total Employer GWPORS Proportionate Share $21,011 32,850 100% 


At June 30, 2017, the employer reported a total liability of $32.9 million for its proportionate share of the net 
pension liability. The net pension liability was measured as of June 30, 2016, and the total pension liability used to 
calculate the net pension liability was determined by an actuarial valuation as of June 30, 2015, with update 
procedures used to roll forward the total pension liability to June 30, 2016. The employer’s proportion of the net 
pension liability was based on the employer’s contributions recetved by GWPORS during the measurement period 
July 1, 2015, through June 30, 2016, relative to the total employer contributions received from all of GWPORS 
participating employers. 

Changes in actuarial assumptions and methods: There were no changes in assumptions or other inputs that 

affected the measurement of the total pension liability. 


Changes in benefit terms: 
2015 Legislative Changes 
e Ifa PERS member transfers employment to a GWPORS covered position and fails to elect 
GWPORS membership within 90 days, the default is PERS membership 
e Ifa GWPORS member dies before retirement with more than 25 years of service credit, the 
survivor benefit is 2.5% of the highest average compensation. 


Changes in proportionate share: Between the measurement date of the collective net pension liability and 
the employer’s reporting date there were no changes in proportion that are expected to have a significant 
effect on the employer’s proportionate share of the collective net pension liability. 


Other Items Related to and Changes in Net Pension Liability 
The State, as the primary government employer, has the following balances and changes related to the GWPORS’s 
Net Pension Liability: 


(in thousands) 
Total Pension PlanFiduciary Net Pension 


Liability Net Position Liability 
Balances at 6/30/2015 $160,039 $140,211 $19,828 
Service Costs 7,944 - 7,944 


Interest 12,205 - 12,205 
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(in thousands) 
Total Pension PlanFiduciary Net Pension 


Liability Net Position Liability 
Difference between Expected 2557 ; 2,557 
and Actual Experience 
Contributions — employer - 4,045 (4,045) 
Contributions — member - 4,760 (4,760) 
Net Investment Income - 2,994 (2,994) 
Benefit Payments (4,791) (4,791) - 
Administrative Expense (255) 255 
Refunds of Contributions (1,007) (1,007) - 
Other - (29) 29 
Net Changes 16,908 5,717 11,191 
Balances at 6/30/2016 $176,947 $145,928 $31,019 


The State’s discretely presented component units, as employers, have the following balances and changes related to 
the GWPORS’s Net Pension Liability: 


(in thousands) 
Total Pension Plan Fiduciary Net Pension 


Liability Net Position Liability 

Balances at 6/30/2015 $ 9,610 $8,427 $1,183 
Service Costs 459 - 459 
Interest 705 - 705 
Difference between Expected 148 ; 148 
and Actual Experience 

Contributions - employer - 234 (234) 
Contributions - member - 275 (275) 
Net Investment Income - 173 (173) 
Benefit Payments (277) (277) - 
Administrative Expense - (15) 15 
Refunds of Contributions (58) (58) - 
Other - (2) 2 
Net Changes 977 330 647 
Balances at 6/30/2016 $10,587 $8,757 $1,830 


Pension Expense 
At June 30, 2017, the employer recognized a total pension expense of $5.9 million for its proportionate share of the 
GWPORS pension expense: $5.6 million related to the primary government and $314.1 thousand related to 
component units. 


Deferred Outflows and Inflows 

At June 30, 2017, the State, as a primary government employer, recognized a beginning deferred outflow of 
resources for fiscal year 2016 contributions of $4.0 million. As of the fiscal year ended June 30, 2017, remaining 
deferred outflows of resources and deferred inflows of resources for the primary government, as an employer, 
related to the GWPORS are from the following sources: 


(in thousands) 
Deferred Outflows Deferred Inflows 


of Resources of Resources 
Difference between expected and actual experience $ 2,625 - 
Difference between projected and actual earnings 4.770 ; 


on pension plan investments 

Changes in proportion and differences between 
employer contributions and proportionate 159 $120 
share of contributions 
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(in thousands) 
Deferred Outflows Deferred Inflows 
of Resources of Resources 
Contributions paid to GWPORS subsequent to the 4,216 


measurement date —- FY 2017 Contributions 
Totals $11,770 $120 
Amounts reported as deferred outflows of resources related to pensions resulting from the employer’s contributions 
made subsequent to the June 30, 2016, measurement date will be recognized as a reduction of the net pension 
liability in the fiscal year ended June 30, 2018. 


Other amounts reported as deferred inflows of resources related to pensions will be recognized in pension expense 
as follows: 
(in thousands) 
Amount recognized in Pension 
Expense as an increase or 
Year ended June 30: (decrease) to Pension Expense 


2018 $ 889 
2019 889 
2020 2,966 
2021 2,125 
2022 526 
Thereafter - 


The State’s discretely presented component units, as employers, recognized a beginning deferred outflow of 
resources for fiscal year 2016 contributions of $231.6 thousand. 


As of the fiscal year ended June 30, 2017, remaining deferred outflows of resources and deferred inflows of 
resources for the State’s discretely presented component units, as employers, related to the GWPORS are from the 
following sources: 


(in thousands) 
Deferred Outflows _ Deferred Inflows 
of Resources of Resources 
Difference between expected and actual experience $152 - 
Difference between projected and actual earnings 276 : 


on pension plan investments 

Changes in proportion and differences between 
employer contributions and proportionate 18 $57 
share of contributions 

Contributions paid to GWPORS subsequent to the 230 5 
measurement date —- FY 2017 Contributions 
Totals $676 $57 


Amounts reported as deferred outflows of resources related to pensions resulting from the employer’s contributions 
made subsequent to the June 30, 2016, measurement date will be recognized as a reduction of the net pension 
liability in the fiscal year ended June 30, 2018. 


Other amounts reported as deferred outflows of resources and deferred inflows of resources related to pensions will 
be recognized in pension expense as follows: 


(in thousands) 
Amount recognized in Pension 
Expense as an increase or 
Year ended June 30: _ (decrease) to Pension Expense 


2018 $ 51 
2019 51 
2020 171 


2021 124 


(in thousands) 
Amount recognized in Pension 
Expense as an increase or 
Year ended June 30: (decrease) to Pension Expense 
2022 31 
Thereafter - 


(2) State as an Employer and/or a Nonemployer Contributing Entity to Cost-Sharing Multiple-Employer 
Plans 


Public Employees’ Retirement System - Defined Benefit Retirement Plan — The PERS-DBRP, administered by 
the MPERA, is a multiple-employer, cost-sharing plan established July 1, 1945, and governed by Title 19, Chapters 


2 & 3, MCA. This plan covers employees of the State and local governments, and certain employees of the Montana 
University System and school districts. 


All new members are initially members of the PERS-DBRP and have a 12-month window during which they may 
choose to remain in the PERS-DBRP or join the Public Employees’ Retirement System-Defined Contribution 
Retirement Plan (PERS-DCRP) by filing an irrevocable election. Members may not be participants of both the 
defined contribution and defined benefit retirement plans. All new members from the universities also have a third 
option to join the university system’s Montana University System-Retirement Program (MUS-RP). 


Effective July 1, 2013, PERS-DBRP received other contributions including 1% employer contributions for DCRP 
and MUS-RP participants and additional Plan Choice Rate contributions. As per the law of the 2015 Legislative 
Session and effective July 1, 2015, with the first fiscal year 2016 payroll pay date, the additional 1% employer 
contribution was directed to the Plan Choice Rate Unfunded Actuarial Liability rather than the Defined Benefit 
Unfunded Actuarial Liability. As of March 2016, the Plan Choice Rate Unfunded Actuarial Liability was paid in full 
and the additional employer contribution is now being directed to defined contribution members' accounts. 


The PERS-DBRP provides retirement, disability, and death benefits to plan members and their beneficiaries. 
Benefits are established by state law and can only be amended by the Legislature. Benefits are based on eligibility, 
years of service, and highest average compensation. 


Summary of Benefits 
Member’s highest average compensation (HAC) 
Hired prior to July 1, 2011 — highest average compensation during any consecutive 36 months; 
Hired on or after July 1, 2011 — highest average compensation during any consecutive 60 months; 
Hired on or after July 1, 2013 — 110% annual cap on compensation considered as a part of a 
member’s HAC. 


Eligibility for benefit 
Service retirement: 
Hired prior to July 1, 2011 - 
Age 60, 5 years of membership service; 
Age 65, regardless of membership service; or 
Any age, 30 years of membership service. 


Hired on or after July 1, 2011 - 
Age 65, 5 years of membership service; 
Age 70, regardless of membership service. 


Early retirement, actuarially reduced: 
Hired prior to July 1, 2011 — 
Age 50, 5 years of membership service; or 
Any age, 25 years of membership service. 
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Hired on or after July 1, 2011 — Age 55, 5 years of membership service. 


Second retirement (all require retuning to PERS-covered employment or PERS service): 
Retire before January 1, 2016 and accumulate less than 2 years’ additional service credit or 
retire on or after January 1, 2016 and accumulate less than 5 years’ additional service credit: 
e A refund of member’s contributions from second employment plus regular interest 
(.25%); 
e No service credit for second employment; 
e Start the same benefit amount the month following termination; and 
e GABA starts again in the January immediately following second retirement 


Retire before January 1, 2016 and accumulate at least 2 years of additional service credit: 
e = Arecalculated retirement benefit based on laws in effect at second retirement; and 
e GABA starts the January after receiving recalculated benefit for 12 months 


Retire on or after January 1, 2016 and accumulate 5 or more years of additional service credit: 
e The same retirement benefit as prior to their return to service; 
e A second retirement benefit for second period of service based on laws in effect at 
second retirement; 
e GABA starts on both benefits in the January after receiving the original and new 
benefit for 12 months 


Vesting 
5 years of membership service 


Monthly benefit formula 

Members hired prior to July 1, 2011 - 
Less than 25 years of membership service: 1.785% of HAC per year of service credit; 
25 years of membership service or more: 2% of HAC per year of service credit. 


Members hired on or after July 1, 2011 — 
Less than 10 years of membership service: 1.5% of HAC per year of service credit; 
10 years or more, but less than 30 years of membership service: 1.785% of HAC per year of 
service credit; 
30 years or more of membership service: 2% of HAC per year of service credit. 


Guaranteed Annual Benefit Adjustment (GABA) — After the member has completed 12 full months of 
retirement, the member’s benefit increases by the applicable percentage (provided below) each 
January, inclusive of other adjustments to the member’s benefit: 
Oo 3.0% for members hired prior to July 1, 2007 
Oo 1.5% for members hired between July 1, 2007 and June 30, 2013 
O Members hired on or after July 1, 2013 
a. 1.5% for each year PERS is funded at or above 90%; 
b. 1.5% is reduced by 0.1% for each 2% PERS is funded below 90%; and, 
c. 0% whenever the amortization period for PERS is 40 years or more. 


Contributions to the Plan 

Rates are specified by state law for periodic employee, employer, and nonemployer entity contributions. The 

Legislature has the authority to establish and amend contribution rates to the plan. 
Member contributions to the system: Contributions are deducted from each member’s salary and 
remitted by participating Employers. Plan members are required to contribute 7.90% of member’s 
compensation. The 7.90% member contribution rate is temporary and will be decreased to 6.9% on 
January | following actuary valuation results that show the amortization period has dropped below 
25 years and would remain below 25 years following the reduction of both the additional Employer 
and additional member contribution rates. 


Employer contributions to the system 

State and University System employers are required to contribute 8.47% of member compensation. 
Local government entities are required to contribution 8.37% of member compensation. 

School district employers contributed 8.10% of member compensation. 


Per the 2013 Legislative Session’s House Bill 454, section 4, effective July 1, 2013, PERS employer 
contributions temporarily increased 1%. Beginning July 1, 2014, employer contributions will increase 
an additional 0.1% a year over 10 years, through 2024. The Employer additional contributions 
including the 0.27% added in 2007 and 2009, terminates on January | following actuary valuation 
results that show the amortization period of the PERS-DBRP has dropped below 25 years and would 
remain below 25 years following the reductions of both the additional employer and member 
contributions rates. On January 1, 2018, the additional contributions will not be terminated. 


Effective July 1, 2013, employers are required to make contributions on working retirees’ 
compensation. Member contributions for working retirees are not required. 


The portion of employer contributions allocated to the Plan Choice Rate (PCR) are included in the 
employers reporting. The PCR was paid off effective March 2016 and the contributions previously 
directed to the PCR are now directed to member accounts. 


Non-Employer Entity Contributions 

Special Funding 
The State contributes 0.1% of member compensation on behalf of local government entities. 
The State contributes 0.37% of member compensation on behalf of school district entities. 


Not Special Funding 
The State contributes a portion of Coal Severance Tax income and interest earnings from the 
Coal Trust Permanent Trust fund in accordance with Section 15-35-108, MCA. 


Actuarial Assumptions 

The total pension liability used to calculate the net pension liability was determined by an actuarial valuation as of 
June 30, 2015, with update procedures used to roll forward the total pension liability to June 30, 2016. There were 
several significant assumptions and other inputs used to measure the total pension liability. The actuarial 
assumptions used in the June 30, 2016, valuation were based on the results of the last actuarial experience study, 
dated June 2010 for the six-year period of July 1, 2003, to June 30, 2009. Among those assumptions were the 


following: 
e Investment Return 7.75% 
e Admin Expense asa % of Payroll 0.27% 
e General Wage Growth 4.00% 
e Inflation at 3.00% 
e Merit Increases 0.00% to 6.00% 
e Postretirement Benefit Increases — After the member has completed 12 full months of retirement, the 


member’s benefit increases by the applicable percentage each January, inclusive of all other adjustments to 
the member’s benefit: 
O 3.00% for members hired prior to July 1, 2007 
oO 1.50% for members hired between July 1, 2007 and June 30, 2013 
O Members hired on or after July 1, 2013: 
=" 1.50% for each year PERS is funded at or above 90% 
= 1.50% is reduced by 0.1% for each 2% PERS is funded below 90%; and 
= 0% whenever the amortization period for PERS is 40 years or more 
Mortality assumptions among contributing members, terminated vested members, service retired members 
and beneficiaries are based on RP 2000 Combined Employee and Annuitant Mortality Tables projected to 
2015 with scale AA. 
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e Mortality assumptions among Disabled Retirees are based on RP 2000 Combined Employee and Annuitant 
Mortality Tables with no projections. No future mortality improvement is assumed. 


Discount Rate 

The discount rate used to measure the total pension liability was 7.75%. The projection of cash flows used to 
determine the discount rate assumed that contributions from participating plan members, employers, and 
nonemployer contributing entities will be made based on the PERB’s funding policy, which establishes the 
contractually required rates under MCA. The State contributes 0.1% of salaries for local governments and 0.37% for 
school districts. In addition, the State contributes coal severance tax and interest money from the General Fund. The 
interest is contributed monthly and the severance tax is contributed quarterly. Based on those assumptions, the 
PERS-DBRP’s fiduciary net position was projected to be adequate to make all the projected future benefit payments 
of current plan members through the year 2117. Therefore, the long-term expected rate of return on pension plan 
investments was applied to all periods of projected benefit payments to determine the total pension liability. A 
municipal bond rate was not incorporated in the discount rate. 


Target Allocations 

The long-term expected return on pension plan assets is reviewed as part of the regular experience study prepared 
for the PERS-DBRP. The most recent analysis, performed for the period covering fiscal years 2004 through 2009, is 
outlined in a report dated June 2010, which is located on the MPERA website. Several factors are considered in 
evaluating the long-term expected rate of return assumption. These factors include historical rates of return, rate of 
return assumptions adopted by similar public-sector systems, as well as the utilization of a building block method in 
which best-estimate ranges of expected future real rates of return (expected returns, net of pension plan investment 
expense and inflation) are developed by the investment consultant for each major asset class. These ranges were 
combined to produce the long-term expected rate of return by weighting the expected future real rates of return by 
the target asset allocation percentage and then adding expected inflation. The assumption is intended to be a long- 
term assumption and is not expected to change absent a significant change in the asset allocation, a change in the 
inflation assumption, or a fundamental change in the market that alters expected returns in future years. Best 
estimates are presented as the arithmetic real rates of return for each major asset class included in the PERS-DBRP’s 
target asset allocation as of June 30, 2016, is summarized in the table below: 


Target Asset Long-Term Expected 


Asset Class Allocation Real Rate of Return 
Cash Equivalents 2.60% 4.00% 
Domestic Equity 36.00% 4.55% 
Foreign Equity 18.00% 6.35% 
Fixed Income 23.40% 1.00% 
Private Equity 12.00% 7.75% 
Real Estate 8.00% 4.00% 


Sensitivity Analysis 

In accordance with GASB 68 regarding the disclosure of the sensitivity of the net pension liability (NPL) to changes 
in the discount rate, the table below presents the net pension liability calculated using the discount rate of 7.75%, as 
well as what the net pension liability would be if it were calculated using a discount rate that is 1.00% lower (6.75%) 
or 1.00% higher (8.75%) than the current rate. 


(in thousands) 
1.0% Decrease Current 1.0% Increase 
(6.75%) Discount Rate (8.75%) 
State as an Employer in PERS-DBRP — Net 1,315,950 $906,880 $554,507 
Pension Liability 
State as a Nonemployer Contributing Entity to 23,633 16,287 9,959 


PERS-DBRP — Net Pension Liability 


Net Pension Liability 

In accordance with GASB 68, employers and the nonemployer contributing entities are required to recognize and 
report certain amounts associated with their participation in the PERS-DBRP. GASB 68 became effective June 30, 
2015, and includes requirements for participants to record and report their proportionate share of the collective net 


pension liability, pension expense, deferred inflows of resources and deferred outflows of resources associated with 
pensions. The proportionate shares were determined based on contributions made to the plan by employers and the 
nonemployer contributing entity special funding. The Coal Severance Tax collection and interest amounts were not 
considered in determining proportionate shares as this is not a special funding situation component. 


In accordance with GASB 68, the PERS-DBRP has a special funding situation where the State is legally responsible 
for making contributions directly to the PERS-DBRP on behalf of the employers. Due to the existence of this special 
funding situation, the State is required to report a proportionate share of a local government or school district’s 
collective net pension liability that is associated with the non-State employer. 


The State also has a funding situation that is not considered a special funding situation whereby the General Fund 
provides contributions received from the Coal Severance Tax collections and interest accrued on the Coal Tax 
Permanent Trust Fund. All employers are required to report the portion of Coal Severance Tax and interest 
attributable to the employer as a grant revenue. 


(dollars presented in thousands) 
Net Pension Liability | Net Pension Liability Percent of 


as of 6/30/15 as of 6/30/16 Collective NPL 
State's Proportionate Share as an ‘ 
Employer Entity $749,414 $906,880 53.241100% 
State's Proportionate Share as a i 
Nonemployer Contributing Entity caeee epee paepEee 
State of Montana Totals $762,779 $923,167 54.197269% 


At June 30, 2017, the State reported a liability of $923.2 million for its proportionate share of the net pension 
liability as an employer and nonemployer contributing entity. The net pension liability was measured as of June 30, 
2016, and the total pension liability used to calculate the net pension liability was determined by an actuarial 
valuation as of June 30, 2015, with update procedures used to roll forward the total pension liability to June 30, 
2016. The proportion of the net pension liability is based on the employer’s and nonemployer's special funding 
contributions received by the PERS-DBRP during the measurement period of July 1, 2015, through June 30, 2016, 
relative to the total employer and nonemployer special funding contributions received from all PERS-DBRP 
participating employers. 

Changes in actuarial assumptions and methods: There were no changes in assumptions or other 

inputs that affected the measurement of the total pension liability. 


Changes in benefit terms: There have been no changes in benefit terms since the previous 
measurement date. 


Changes in proportionate share: Between the measurement date of the collective net pension liability 
and the employer’s reporting date there were no changes in proportion that would have an effect on 
the employer’s proportionate share of the collective net pension liability. 


Employer Pension Expense and Nonemployer Contributing Entity Grant Expenses 

At June 30, 2017, the State as an employer recognized a pension expense of $79.2 million for its proportionate share 
of the PERS-DBRP’s pension expense. The State as a nonemployer contributing entity recognized grant expense of 
$1.4 million for special funding support provided by the General Fund for its proportionate share of the PERS- 
DBRP’s pension expense that is associated with other employer participants in the plan. Total pension related 
expenses at June 30, 2017, were $80.6 million. 


Support Revenue 

As of the fiscal year ended June 30, 2017, the State as an employer recognized grant revenue of $15.9 million for its 
proportionate share of total nonemployer entity contributions from the Coal Severance Tax and interest nonspecial 
funding situation. 
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Deferred Outflows and Inflows 


At June 30, 2017, the State as an employer recognized a beginning deferred outflow of resources for fiscal year 2016 
contributions of $59.1 million. 


As of the fiscal year ended June 30, 2017, the State as an employer has the following proportionate shares of the 
PERS-DBRP’s deferred outflows of resources and deferred inflows of resources from the following sources: 


(in thousands) 
Deferred Outflows Deferred Inflows 


of Resources of Resources 

Actual versus expected experience $ 4,893 $ 3,002 
Difference between projected and actual earnings on 85.319 

pension plan investments ; 
Changes in proportion and differences between employer 14,996 15,640 

contributions and proportionate share of contributions 
Contributions paid to PERS-DBRP subsequent to the 55.526 

measurement date —- FY 2017 Contributions i 

Totals $160,734 $18,642 


Amounts reported as deferred outflows of resources related to pensions resulting from the employer’s contributions 
made subsequent to the June 30, 2016, measurement date will be recognized as a reduction of the net pension 
liability in the fiscal year ended June 30, 2018. 


Other amounts reported as deferred outflows of resources and deferred inflows of resources related to pensions will 
be recognized in pension expense as follows: 


(in thousands) 

Amount recognized in Pension 
Year ended Expense as an increase or 
June 30: (decrease) to Pension Expense 
2018 4,131 
2019 4,131 
2020 48,485 
2021 30,467 
2022 - 
Thereafter - 


At June 30, 2017, the State as a nonemployer contributing entity recognized a beginning deferred outflow of 
resources for fiscal year 2016 contributions of $30.8 million. 


As of the fiscal year ended June 30, 2017, the State as a nonemployer contributing entity reported its proportionate 
share of the PERS-DBRP’s deferred outflows of resources and deferred inflows of resources from the following 
sources: 


(in thousands) 
Deferred Outflows Deferred Inflows 
of Resources of Resources 

Actual versus expected experience $ 88 $ 54 
Difference between projected and actual earnings on 1.532 

pension plan investments , 
Changes in proportion and differences between 

employer contributions and proportionate share - 97 

of contributions 
Contributions paid to PERS-DBRP subsequent to the 28 763 

measurement date — FY 2017 Contributions : 

Totals $30,383 $151 


Amounts reported as deferred outflows of resources related to pensions resulting from the nonemployer’s 
contributions made subsequent to the June 30, 2016, measurement date will be recognized as a reduction to its share 
of the net pension liability in the fiscal year ended June 30, 2018. 


Other amounts reported as deferred inflows of resources related to pensions will be recognized in grant expense as 
follows: 
(in thousands) 
Amount recognized in Grant 
Expense as an increase or 


Year ended June 30: (decrease) to Grant Expense 
2018 74 

2019 74 

2020 871 

2021 547 

2022 - 

Thereafter 


Sheriffs’ Retirement System — The SRS, administered by the MPERA, is a multiple-employer, cost-sharing 
defined benefit plan established July 1, 1974, and governed by Title 19, chapters 2 & 7, MCA. This plan provides 
retirement benefits to all Department of Justice criminal and gambling investigators hired after July 1, 1993, all 
detention officers hired after July 1, 2005, and to all Montana sheriffs. Benefits are established by state law and can 
only be amended by the Legislature. The SRS provides retirement, disability and death benefits to plan members and 
their beneficiaries. Benefits are based on eligibility, years of service and highest average compensation. 


Summary of Benefits 


Member’s highest average compensation (HAC) 

Hired prior to July 1, 2011 — highest average compensation during any consecutive 36 months; 

Hired on or after July 1, 2011 — highest average compensation during any consecutive 60 months. 
Hired on or after July 1, 2013 — 110% annual cap on compensation considered as a part of a 
member’s HAC. 


Eligibility for benefit 
Service Retirement: 20 years of membership service, regardless of age. 
Early Retirement: Age 50, 5 years of membership service, actuarially reduced. 


Vesting 
5 years of membership service 


Monthly benefit formula 
2.5% of HAC per year of service 


Guaranteed Annual Benefit Adjustment (GABA) 
After the member has completed 12 full months of retirement, the member’s benefit increases by the 
applicable percentage (provided below) each January, inclusive of all other adjustments to the 
member’s benefit. 

O 3.0% for members hired prior to July 1, 2007 

oO 1.5% for members hired on or after July 1, 2007 


Contributions to the Plan 


Rates are specified by state law for periodic employee and employer contributions and are a percentage of the 

member’s compensation. The Legislature has the authority to establish and amend contribution rates to the plan. 
Member contributions to the system — Contributions are deducted from each member’s salary and 
remitted by participating employers. Plan members are required to contribute 9.245% of member’s 
compensation. 


Employer contributions to the system — The employers are required to contribute 10.115% of member 
compensation. Effective July 1, 2013, employer contributions are required to be paid on working 
retiree compensation. Member contributions are not required for working retirees. 
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Actuarial Assumptions 


The total pension liability used to calculate the net pension liability was determined by an actuarial valuation as of 
June 30, 2015, with update procedures used to roll forward the total pension liability to June 30, 2016. The actuarial 
assumptions used in the June 30, 2016, valuation were based on the results of the last actuarial experience study, 
dated June 2010 for the six-year period of July 1, 2003, to June 30, 2009. There were several significant assumptions 
and other inputs used to measure the total pension liability. Among those assumptions were the following: 


e = Investment Return 7.75% 

e Administrative Expense asa% of Payroll 0.17% 

e General Wage Growth 4.00% 

e Inflation at 3.00% 

e Merit Increases 0.00% to 7.30% 

e Postretirement Benefit Increases — After the member has completed 12 full months of retirement, the 


member’s benefit increases by the applicable percentage each January, inclusive of other adjustments to the 
member’s benefit. 
O 3.00% for members hired prior to July 1, 2007 
O 1.50% for members hired on or after July 1, 2007 
e Mortality assumptions among contributing members, terminated vested members, service retired members 
and beneficiaries are based on RP 2000 Combined Employee and Annuitant Mortality Tables projected to 
2015 with scale AA. 
e Mortality assumptions among Disabled Retirees are based on RP 2000 Combined Employee and Annuitant 
Mortality Tables with no projections. No future mortality improvement is assumed. 


Discount Rate 


The discount rate used to measure the total pension liability was 5.93%, which is a blend of the assumed long-term 
expected rate of return of 7.75% on SRS’s investments and a municipal bond index rate of 3.01%. The basis for this 
is the June 30, 2016 Bond Buyer General Obligation 20-year Municipal Bond Index published monthly by the Board 
of Governors of the Federal Reserve System. The projection of cash flows used to determine the discount rate 
assumed that contributions from participating plan members and employers will be made based on the PERB’s 
funding policy, which establishes the contractually required rates under MCA. Based on those assumptions, the 
SRS’s fiduciary net position was projected to not be adequate to make all the projected future benefit payments of 
current plan members after June 30, 2056. Therefore, the portion of future projected benefit payments after June 30, 
2056, are discounted at the municipal bond index rate. 


Target Allocations 


The long-term expected return on pension plan assets is reviewed as part of the regular experience study prepared 
for the SRS. The most recent analysis, performed for the period covering fiscal years 2004 through 2009, is outlined 
in a report dated June 2010, which is located on the MPERA website. Several factors are considered in evaluating 
the long-term expected rate of return assumption. These factors include historical rates of return, rate of return 
assumptions adopted by similar public-sector systems, as well as the utilization of a building block method in which 
best-estimate ranges of expected future real rates of return (expected returns, net of pension plan investment expense 
and inflation) are developed by the investment consultant for each major asset class. These ranges were combined to 
produce the long-term expected rate of return by weighting the expected future real rates of return by the target asset 
allocation percentage and then adding expected inflation. The assumption is intended to be a long-term assumption 
and is not expected to change absent a significant change in the asset allocation, a change in the inflation 
assumption, or a fundamental change in the market that alters expected returns in future years. Best estimates are 
presented as the arithmetic real rates of return for each major asset class included in the SRS’s target asset allocation 
as of June 30, 2016, is summarized in the table below: 


Target Asset Long-Term Expected 


Asset Class Allocation Real Rate of Return 
Cash Equivalents 2.60% 4.00% 
Domestic Equity 36.00% 4.55% 


Foreign Equity 18.00% 6.35% 
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Target Asset Long-Term Expected 


Asset Class Allocation Real Rate of Return 
Fixed Income 23.40% 1.00% 
Private Equity 12.00% 7.75% 
Real Estate 8.00% 4.00% 


Sensitivity Analysis 

In accordance with GASB 68 regarding the disclosure of the sensitivity of the net pension liability to changes in the 
discount rate, the table below presents the net pension liability calculated using the discount rate of 5.93%, as well 
as what the net pension liability would be if it were calculated using a discount rate that is 1.00% lower (4.93%) or 
1.00% higher (6.93%) than the current rate. 


(in thousands) 
1.0% Decrease Current 1.0% Increase 
(4.93%) Discount Rate (6.93%) 
Employer's SRS Net Pension Liability $13,647 $9,582 $6,274 


Net Pension Liability 


In accordance with GASB 68, employers are required to recognize and report certain amounts associated with their 
participation in the SRS. GASB 68 became effective June 30, 2015, and includes requirements for participants to 
record and report their proportionate share of the collective net pension liability (NPL), pension expense, deferred 
inflows of resources, and deferred outflows of resources associated with pensions. 


(dollars presented in thousands) 
Net Pension Liability | Net Pension Liability Percent of 
as of 6/30/15 as of 6/30/16 Collective NPL 
Employer Proportionate Share $5,434 $9,582 5.454386% 


At June 30, 2017, the State as an employer reported a liability of $9.6 million for its proportionate share of net 
pension liability. The net pension liability was measured as of June 30, 2016, and the total pension liability used to 
calculate the net pension liability was determined by an actuarial valuation as of June 30, 2015, with update 
procedures used to roll forward the total pension liability to June 30, 2016. The employer’s proportion of the net 
pension liability was based on the employer’s contributions received by the SRS during the measurement period, 
July 1, 2015, through June 30, 2016, relative to the total employer contributions received from all of SRS 
participating employers. 

Changes in actuarial assumptions and methods: There were no changes in demographic assumptions 

that affected the measurement of the total pension liability. There was an adjustment in the discount 

rate during the measurement period. 


Changes in benefit terms: There have been no changes in benefit terms since the previous 
measurement date. 


Changes in proportionate share: Between the measurement date of the collective net pension liability 
and the employer’s reporting date there were no changes in proportion that are expected to have a 
significant effect on the Employer’s proportionate share of the collective net pension liability. 


Pension Expense 
At June 30, 2017, the employer recognized a pension expense of $1.2 million for its proportionate share of the SRS 
pension expense. 


Deferred Outflows and Inflows 


At June 30, 2017, the State as an employer recognized a beginning deferred outflow of resources for fiscal year 2016 
contributions of $389 thousand. 
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As of the fiscal year ended June 30, 2017, the State, as an employer, reported its proportionate share of the SRS's 
deferred outflows of resources and deferred inflows of resources from the following sources: 


(in thousands) 
Deferred Outflows Deferred Inflows 
of Resources of Resources 

Actual versus expected experience $ 34 $ 7 
Difference between projected and actual earnings 523 
on pension plan investments 
Changes of Assumptions 4,147 1,544 
Changes in proportion and differences between 

employer contributions and proportionate - 87 

share of contributions 
Contributions paid to SRS subsequent to the 368 

measurement date — FY 2017 contributions 

Totals $5,072 $1,638 


Amounts reported as deferred outflows of resources related to pensions resulting from the employer’s contributions 
made subsequent to the measurement date of June 30, 2016, will be recognized as a reduction of the net pension 
liability in the fiscal year ended June 30, 2018. 


Other amounts reported as deferred inflows of resources related to pensions will be recognized in pension expense 
as follows: 
(in thousands) 


Amount recognized in Pension 
Expense as an increase or 


Year ended June 30: (decrease) to Pension Expense 
2018 $557 
2019 557 
2020 807 
2021 709 
2022 523 
Thereafter - 


Municipal Police Officers’ Retirement System — The MPORS, administered by the MPERA, is a multiple- 
employer, cost-sharing defined benefit plan that was established in 1974 and is governed by Title 19, chapters 2 & 9, 
MCA. This plan covers all municipal police officers employed by first- and second-class cities and other cities that 
adopt the plan. Benefits are established by state law and can only be amended by the Legislature. The MPORS 
provides retirement, disability, and death benefits to plan members and their beneficiaries. Benefits are based on 
eligibility, years of service, and final average compensation. 


Deferred Retirement Option Plan (DROP) 

Beginning July 2002, eligible members of the MPORS can participate in the DROP by filing a one-time irrevocable 
election with the PERB. The DROP is governed by Title 19, Chapter 9, Part 12, MCA. A member must have 
completed at least twenty years of membership service to be eligible. They may elect to participate in the DROP for 
a minimum of one month and a maximum of 60 months and may only participate in the DROP once. A participant 
remains a member of the MPORS, but will not receive membership service or service credit in the system for the 
duration of the member’s DROP period. During participation in the DROP, all mandatory contributions continue to 
the retirement system. A monthly benefit is calculated based on salary and years of service to the date of the 
beginning of the DROP period. The monthly benefit is paid into the member’s DROP account until the end of the 
DROP period. At the end of the DROP period, the participant may receive the balance of the DROP account in a 
lump-sum payment or in a direct rollover to another eligible plan, as allowed by the IRS. If the participant continues 
employment after the DROP period ends, they will again accrue membership service and service credit. The DROP 
account cannot be distributed until employment is formally terminated. As of June 30, 2017, there are 60 DROP 
participants. Since program inception, a total of 149 members have participated in the DROP. The balance held by 
MPERA for DROP participants as of June 30, 2017, was approximately $9.0 million. 
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The State is not an employer participant in the MPORS plan. However, because the PERB is a fiduciary component 
unit of the State, this CAFR presents certain information to help ensure compliance with GASB 67. In addition, the 
State provides nonemployer entity contributions classified as special funding in accordance with GASB 68. 
Disclosures made in this financial report are meant to reflect the aforementioned relationships. 


Summary of Benefits 


Member’s final average compensation (FAC) 

Hired prior to July 1, 1977 — average monthly compensation of final year of service; 

Hired on or after July 1, 1977 — final average compensation (FAC) for last consecutive 36 months. 
Hired on or after July 1, 2013 — 110% annual cap on compensation considered as a part of a 
member’s FAC. 


Eligibility for benefit 

Service Retirement: 20 years of membership service, regardless of age. 
Second Retirement: Age 50, reemployed in a MPORS position 

Early Retirement: Age 50, 5 years of membership service. 


Vesting 
Death and disability rights are vested immediately 
5 years of membership service. 


Monthly benefit formula 
2.5% of FAC per year of service credit. 


Second retirement benefit formula 

Recalculated using specific criteria: 
Less than 20 years of membership service, based on total MPORS service 
More than 20 years of membership service, upon reemployment, receives initial benefit plus a new 
retirement benefit based on additional service credit and FAC 


Guaranteed Annual Benefit Adjustment (GABA) 
Hired on or after July 1, 1997, or those electing GABA — after the member has completed 12 full 
months of retirement, the member’s benefit increases by a maximum of 3% each January, inclusive 
of all other adjustments to the member’s benefit. 


Minimum benefit adjustment (non-GABA) If hired before July 1, 1997, and member did not elect 
GABA -— the monthly retirement, disability or survivor’s benefit may not be less than 50% of the 
compensation of a newly confirmed officer in the city where the member was last employed. 


Contributions to the Plan 
Rates are specified by state law for periodic employee, employer, and nonemployer entity contributions. The 
Legislature has the authority to establish and amend contribution rates to the plan. 
Member contributions — Contribution rates are dependent upon date of hire as a police officer. 
Contributions are deducted from each member’s salary and remitted by the participating Employer. 
For fiscal year 2017: 
oO If hired prior to July 1, 1975, member contributions as a percentage of salary are 5.80% 
oO. If hired after June 30, 1975, and prior to July 1, 1979, member contributions as a percentage 
of salary are 7.00%; 
oO If hired after June 30, 1979, and prior to July 1, 1997, member contributions as a percentage 
of salary are 8.50%; and, 
oO. Ifhired on or after July 1, 1997, and for members electing GABA, member contributions as a 
percentage of salary are 9.00%. 


Employer Contributions — Employers are required to contribute 14.41% of a member’s 
compensation. 
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Nonemployer Entity Contributions — The State contributes 29.37% of a member’s compensation from 
the General Fund. These amounts are considered a special funding situation in accordance with 
GASB 68. 


Actuarial Assumptions 


The total pension liability used to calculate the net pension liability was determined by an actuarial valuation as of 
June 30, 2015, with update procedures used to roll forward the total pension liability to June 30, 2016. The actuarial 
assumptions used in the June 30, 2016, valuation were based on the results of the last actuarial experience study, 
dated June 2010 for the six-year period of July 1, 2003, to June 30, 2009. There were several significant assumptions 
and other inputs used to measure the total pension liability. Among those assumptions were the following: 


e = Investment Return 7.75% 
e Admin expense asa% of Payroll 0.20% 
e General Wage Growth 4.00% 
e = Inflation at 3.00% 
e Merit Increases 0.00% to 7.30% 
e — Postretirement Benefit Increases 
o GABA 


Hired on or after July 1, 1997, or those electing GABA — after the member has completed 12 full 
months of retirement, the member’s benefit increases by a maximum of 3% each January, 
inclusive of all other adjustments to the member’s benefit 
oO Minimum benefit adjustment (non-GABA) 
If hired before July 1, 1997 and member did not elect GABA — the monthly retirement, disability 
or survivor’s benefit may not be less than 50% the compensation of a newly confirmed officer in 
the city that the member was last employed 
e Mortality assumptions among contributing members, terminated vested members, service retired members 
and beneficiaries are based on RP 2000 Combined Employee and Annuitant Mortality Tables projected to 
2015 with scale AA. 
e Mortality assumptions among Disabled Retirees are based on RP 2000 Combined Employee and Annuitant 
Mortality Tables with no projections. No future mortality improvement is assumed. 


Discount Rate 


The discount rate used to measure the total pension liability was 7.75%. The projection of cash flows used to 
determine the discount rate assumed that contributions from participating plan members, employers, and 
nonemployer contributing entities will be made based on the PERB’s funding policy, which establishes the 
contractually required rates under MCA. The State contributes 29.37% of salaries paid by employers. Based on 
those assumptions, the MPORS’s fiduciary net position was projected to be adequate to make all the projected future 
benefit payments of current plan members through the year 2117. Therefore, the long-term expected rate of return 
on pension plan investments was applied to all periods of projected benefit payments to determine the total pension 
liability. A municipal bond rate was not incorporated in the discount rate. 


Target Allocations 


The long-term expected return on pension plan assets is reviewed as part of the regular experience study prepared 
for the MPORS. The most recent analysis, performed for the period covering fiscal years 2004 through 2009, is 
outlined in a report dated June 2010, which is located on the MPERA website. Several factors are considered in 
evaluating the long-term expected rate of return assumption. These factors include historical rates of return, rate of 
return assumptions adopted by similar public-sector systems, as well as the utilization of a building block method in 
which best-estimate ranges of expected future real rates of return (expected returns, net of pension plan investment 
expense and inflation) are developed by the investment consultant for each major asset class. These ranges were 
combined to produce the long-term expected rate of return by weighting the expected future real rates of return by 
the target asset allocation percentage and then adding expected inflation. The assumption is intended to be a long- 
term assumption and is not expected to change absent a significant change in the asset allocation, a change in the 


inflation assumption, or a fundamental change in the market that alters expected returns in future years. Best 
estimates are presented as the arithmetic real rates of return for each major asset class included in the MPORS’s 
target asset allocation as of June 30, 2016, is summarized in the table below: 


Target Asset Long-Term Expected 


Asset Class Allocation Real Rate of Return 
Cash Equivalents 2.60% 4.00% 
Domestic Equity 36.00% 4.55% 
Foreign Equity 18.00% 6.35% 
Fixed Income 23.40% 1.00% 
Private Equity 12.00% 7.75% 
Real Estate 8.00% 4.00% 


Sensitivity Analysis 

In accordance with GASB 68, regarding the disclosure of the sensitivity of the net pension liability to changes in the 
discount rate, the table below presents the net pension liability calculated using the discount rate of 7.75%, as well 
as what the net pension liability would be if it were calculated using a discount rate that is 1.00% lower (6.75%) or 
1.00% higher (8.75%) than the current rate. 


(in thousands) 
1.0% Decrease Current 1.0% Increase 
(6.75%) Discount Rate (8.75%) 
State as a Nonemployer entity $161,181 $119,708 $74,469 


Net Pension Liability 


Net Pension Liability 


In accordance with GASB 68, employers and nonemployer contributing entities are required to recognize and report 
certain amounts associated with their participation in the MPORS. GASB 68 became effective June 30, 2015, and 
includes requirements for participants to record and report their proportionate share of the collective net pension 
liability, pension expense, deferred inflows of resources, and deferred outflows of resources associated with 
pensions. 


In accordance with GASB 68, the MPORS has a special funding situation in which the State is legally responsible 
for making contributions directly to the MPORS on behalf of the employers. Due to the existence of this special 
funding situation, the State is required to report a proportionate share of a local government’s collective net pension 
liability that is associated with the non-State employer. 


(dollars presented in thousands) 
Net Pension Liability | Net Pension Liability Percent of 
as of 6/30/15 as of 6/30/16 Collective NPL 


$110,756 $119,708 66.499650% 


State as a Nonemployer Contributing 
Entity - Proportionate Share 


At June 30, 2017, the State as a nonemployer contributing entity reported a liability of $119.7 million for its 
proportionate share of the net pension liability. The net pension liability was measured as of June 30, 2016, and the 
total pension liability used to calculate the net pension liability was determined by an actuarial valuation as of June 
30, 2015, with update procedures used to roll forward the total pension liability to June 30, 2016. The 
nonemployer’s proportion of the net pension liability was based on the nonemployer’s special funding contributions 
received by the MPORS during the measurement period of July 1, 2015, through June 30, 2016, relative to total 
contributions received from all of the MPORS’s participating employers and the nonemployer contributing entity. 


Changes in actuarial assumptions and methods: There were no changes in assumptions or other 
inputs that affected the measurement of the total pension liability. 


Changes in benefit terms: There were no changes in benefit terms since the previous measurement 
date. 
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Changes in proportionate share: Between the measurement date of the collective net pension liability 
and the employer’s reporting date there were no changes in proportion that would have an effect on 
the employer’s proportionate share of the collective net pension liability. 


Grant Expense Related to Special Funding 


The State recognized grant expense of $12.8 million for special funding support provided by the General Fund for 
its proportionate share of the MPORS’s pension expense that is associated with other employer participants in the 
plan. 


Deferred Outflows and Inflows 


At June 30, 2017, the State as a nonemployer contributing entity recognized a beginning deferred outflow of 
resources for fiscal year 2016 contributions of $13.8 million. 


As of the fiscal year ended June 30, 2017, the State as a nonemployer reported its proportionate share of the deferred 
outflows of resources and deferred inflows of resources related to MPORS from the following sources: 


(in thousands) 
Deferred Outflows — Deferred Inflows of 
of Resources Resources 
Actual versus expected experience 7 $2,439 
Difference between projected and actual earnings $ 7.762 
on pension plan investments : 
Changes in proportion and differences between 
employer contributions and proportionate share - 532 
of contributions 
Contributions paid to MPORS subsequent to the 13.215 
measurement date —- FY 2017 Contributions : 
Totals $20,977 $2,971 


Amounts reported as deferred outflows of resources related to pensions resulting from the nonemployer’s 
contributions made subsequent to the June 30, 2016, measurement date will be recognized as a reduction of the net 
pension liability in the fiscal year ended June 30, 2018. 


Other amounts reported as deferred inflows of resources related to pensions will be recognized in grant expense as 
follows: 
(in thousands) 


Amount recognized in Grant 
Expense as an increase or 


Year ended June 30: (decrease) to Grant Expense 
2018 $ (245) 

2019 (245) 

2020 3,298 

2021 2,515 

2022 - 
Thereafter 


Firefighters’ Unified Retirement System — The FURS, administered by the MPERA, is a multiple-employer, cost- 
sharing defined benefit plan established in 1981, and governed by Title 19, chapters 2 & 13, MCA. This system 
provides retirement benefits to firefighters employed by first- and second-class cities, other cities and rural fire 
district departments that adopt the plan, and to firefighters hired by the Montana Air National Guard on or after 
October 1, 2001. Benefits are established by state law and can only be amended by the Legislature. The FURS 
provides retirement, disability, and death benefits to plan members and their beneficiaries. Benefits are based on 
eligibility, years of service, and compensation. 


Summary of Benefits 
Member’s compensation 
Hired prior to July 1, 1981, and not electing GABA — highest monthly compensation (HMC); 
Hired after June 30, 1981, and those electing GABA — highest average compensation (HAC) during 
any consecutive 36 months. 
Hired on or after July 1, 2013 — 110% annual cap on compensation considered as a part of a 
member’s highest average compensation. 


Eligibility for benefit 
Service retirement: 20 years of membership service, regardless of age. 
Early Retirement: Age 50, 5 years of membership service. 


Vesting 
Death and disability rights are vested immediately 
5 years of membership service. 


Monthly benefit formula 
Members hired prior to July 1, 1981, and not electing GABA are entitled to the greater of: 
2.5% of HMC per year of service; or 
e if less than 20 years of service — 2% of HMC for each year of service; 
e if more than 20 years of service — 50% of the member’s HMC plus 2% of the 
member’s HMC for each year of service over 20 years. 

Members hired on or after July 1, 1981, and those electing GABA: 2.5% of HAC per year of 
membership service. 


Guaranteed Annual Benefit Adjustment (GABA) 
Hired on or after July 1, 1997, or those electing GABA — after the member has completed 12 full 
months of retirement, the member’s benefit increases by a maximum of 3% each January, inclusive 
of all other adjustments to the member’s benefit. 


Minimum Benefit Adjustment (non-GABA) 

If hired before July 1, 1997 and the member did not elect GABA, the monthly retirement, disability 
or survivor’s benefit may not be less than 50% of the compensation of a newly confirmed firefighter 
employed by the city that last employed the member, provided the member has at least 10 years of 
membership service. 


Contributions to the Plan 
Rates are specified by state law for periodic employee, employer and nonemployer entity contributions. The 
Legislature has the authority to establish and amend contribution rates to the plan. Effective July 1, 2013, employer 
and state contributions are required to be paid on working retiree compensation. Member contributions are not 
required for working retirees. 
Member contributions to the system — Contributions are deducted from each member’s salary and 
remitted by the participating Employer. For members: 
Hired prior to July 1, 1997 and not electing GABA, member contributions as a percentage of 
salary are 9.50%; 
Hired on or after July 1, 1997 and electing GABA, member contributions as a percentage of 
salary are 10.70%. 


Employer contributions to the system — Employers are required to contribute 14.36% of member’s 
compensation. 


Nonemployer entity contributions to the system — The State contributes 32.61% of a member’s 
compensation from the General Fund. 
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Actuarial Assumptions 

The total pension liability used to calculate the net pension liability was determined by an actuarial valuation as of 
June 30, 2015, with update procedures used to roll forward the total pension liability to June 30, 2016. The actuarial 
assumptions used in the June 30, 2016, valuation were based on the results of the last actuarial experience study, 
dated June 2010 for the six-year period of July 1, 2003, to June 30, 2009. There were several significant assumptions 
and other inputs used to measure the total pension liability. Among those assumptions were the following: 


e = Investment Return 7.75% 
e Admin Expense as a% of Payroll 0.19% 
e General Wage Growth 4.00% 
e = Inflation at 3.00% 
e Merit Increases 0.00% to 7.30% 
e — Postretirement Benefit Increases 
o GABA 


Hired on or after July 1, 1997, or those electing GABA — after the member has completed 12 full 
months of retirement, the member’s benefit increases by a maximum of 3% each January, inclusive of 
all other adjustment to the member’s benefit. 

o Minimum Benefit Adjustment (non-GABA) 
Hired before July 1, 1997 and member did not elect GABA — the monthly retirement, disability or 
survivor’s benefit may not be less than 50% the compensation of a newly confirmed firefighter 
employed by the city that last employed the member (provided the member has at least 10 years of 
membership service). 

e Mortality assumptions among contributing members, terminated vested members, service retired members 
and beneficiaries are based on RP 2000 Combined Employee and Annuitant Mortality Tables projected to 
2015 with scale AA. 

e Mortality assumptions among Disabled Retirees are based on RP 2000 Combined Employee and Annuitant 
Mortality Tables with no projections. No future mortality improvement is assumed. 


Discount Rate 


The discount rate used to measure the total pension liability was 7.75%. The projection of cash flows used to 
determine the discount rate assumed that contributions from participating plan members, employers, and 
nonemployer contributing entities will be made based on the PERB’s funding policy, which establishes the 
contractually required rates under MCA. The State contributes 32.61% of salaries paid by employers. Based on 
those assumptions, the FURS’s fiduciary net position was projected to be adequate to make all the projected future 
benefit payments of current plan members through the year 2117. Therefore, the long-term expected rate of return 
on pension plan investments was applied to all periods of projected benefit payments to determine the total pension 
liability. A municipal bond rate was not incorporated in the discount rate. 


Target Allocations 


The long-term expected return on pension plan assets is reviewed as part of the regular experience study prepared 
for the FURS. The most recent analysis, performed for the period covering fiscal years 2004 through 2009, is 
outlined in a report dated June 2010, which is located on the MPERA website. Several factors are considered in 
evaluating the long-term expected rate of return assumption. These factors include historical rates of return, rate of 
return assumptions adopted by similar public-sector systems, as well as the utilization of a building block method in 
which best-estimate ranges of expected future real rates of return (expected returns, net of pension plan investment 
expense and inflation) are developed by an investment consultant for each major asset class. These ranges were 
combined to produce the long-term expected rate of return by weighting the expected future real rates of return by 
the target asset allocation percentage and then adding expected inflation. The assumption is intended to be a long- 
term assumption and is not expected to change absent a significant change in the asset allocation, a change in the 
inflation assumption, or a fundamental change in the market that alters expected returns in future years. Best 
estimates are presented as the arithmetic real rates of return for each major asset class included in the FURS’s target 
asset allocation as of June 30, 2016, is summarized in the table below: 


Target Asset Long-Term Expected 


Asset Class Allocation Real Rate of Return 
Cash Equivalents 2.60% 4.00% 
Domestic Equity 36.00% 4.55% 
Foreign Equity 18.00% 6.35% 
Fixed Income 23.40% 1.00% 
Private Equity 12.00% 7.75% 
Real Estate 8.00% 4.00% 


Sensitivity Analysis 
In accordance with GASB 68 regarding the disclosure of the sensitivity of the net pension liability to changes in the 
discount rate, the table below presents the net pension liability calculated using the discount rate of 7.75%, as well 
as what the net pension liability would be if it were calculated using a discount rate that is 1.00% lower (6.75%) or 
1.00% higher (8.75%) than the current rate. 
(in thousands) 
1.0% Decrease Current Discount 1.0% Increase 


(6.75%) Rate (8.75%) 

State as an Employer in FURS — Net 
Pension Liability $ 4,067 $ 2,583 $ 1,363 
State as a Nonemployer Contributing Entity 121.948 ere ieee 


to FURS — Net Pension Liability 


Net Pension Liability 

In accordance with GASB 68, employers and nonemployer contributing entities are required to recognize and report 
certain amounts associated with their participation in the FURS. GASB 68 became effective June 30, 2015, and 
includes requirements to record and report their proportionate share of the collective net pension liability, pension 
expense, deferred inflows of resources and deferred outflows of resources associated with pensions. 


In accordance with GASB 68, the FURS has a special funding situation in which the State is legally responsible for 
making contributions directly to the FURS on behalf of the employers. Due to the existence of this special funding 
situation, the State is required to report a proportionate share of a local government or fire district’s collective net 
pension liability that is associated with the non-State employer. 


(dollars presented in thousands) 
Net Pension Liability | Net Pension Liability Percent of 


as of 6/30/15 as of 6/30/16 Collective NPL 
State's Proportionate Share as an $ 2,454 $ 2,583 2.261523% 
Employer Entity 
State's Proportionate Share as a 68,892 77,448 67.809541% 
Nonemployer Contributing Entity 
State of Montana Totals $71,346 $80,031 70.071064% 


At June 30, 2017, the State reported a liability of $80.0 million for its proportionate share of the net pension liability 
as an employer and nonemployer contributing entity in relation to the FURS. The net pension liability was measured 
as of June 30, 2016, and the total pension liability used to calculate the net pension liability was determined by an 
actuarial valuation as of June 30, 2015, with update procedures used to roll forward the total pension liability to June 
30, 2016. The proportion of the net pension liability was based on the all employer and nonemployer contributions 
received by the FURS during the measurement period, July 1, 2015, through June 30, 2016, relative to the total 
contributions received from all FURS participating employers and the nonemployer contributing entity. 

Changes in actuarial assumptions and methods: There were no changes in assumptions or other 

inputs that affected the measurement of the total pension liability. 


Changes in benefit terms: There have been no changes in benefit terms since the previous 
measurement date. 


Changes in proportionate share: Between the measurement date of the collective net pension liability 
and the employer’s reporting date there were no changes in proportion that may have an effect of the 
employer’s proportionate share of the collective net pension liability. 
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Employer Pension Expense and Nonemployer Contributing Entity Special Funding Grant Expense 

At June 30, 2017, the State as an employer recognized pension expense of $418.5 thousand for its proportionate 
share of the FURS pension expense. The State also recognized grant expense of $10.0 million for special funding 
support provided by the General Fund for its proportionate share of the FURS’s pension expense that is associated 
with other employer participants in the plan. Total pension related expenses at June 30, 2017, was $10.5 million. 


Deferred Outflows and Inflows 
At June 30, 2017, the State, as an employer, recognized a beginning deferred outflow of resources for fiscal year 
2016 contributions of $475.0 thousand. 


As of the fiscal year ended June 30, 2017, the State as an employer reported its proportionate share of deferred 
outflows of resources and deferred inflows of resources related to the FURS from the following sources: 


(in thousands) 
Deferred Outflows Deferred Inflows 
of Resources of Resources 
Actual versus expected experience - $24 
Difference between projected and actual earnings $ 270 


on pension plan investments 

Changes in proportion and differences between 
employer contributions and proportionate 304 - 
share of contributions 

Contributions paid to FURS subsequent to the 472 : 
measurement date —- FY 2017 Contributions 
Totals $1,046 $24 


Amounts reported as deferred outflows of resources related to pensions resulting from the employer’s contributions 
made subsequent to the measurement date of June 30, 2016, will be recognized as a reduction of the net pension 
liability in the fiscal year ended June 30, 2018. 


Other amounts reported as deferred outflows of resources and deferred inflows of resources related to pensions will 
be recognized in pension expense as follows: 
(in thousands) 
Amount recognized in Pension 
Expense as an increase or 
Year ended June 30: _—_— (decrease) to Pension Expense 


2018 20 
2019 20 
2020 129 
2021 83 
2022 (4) 
Thereafter - 


At June 30, 2017, the State recognized a beginning deferred outflow of resources as a nonemployer contributing 
entity for fiscal year 2016 contributions of $13.6 million. 


As of the fiscal year ended June 30, 2017, the State as a nonemployer contributing entity reported its proportionate 
share of deferred outflows of resources and deferred inflows of resources related to FURS from the following 
sources: 
(in thousands) 
Deferred Outflows —_ Deferred Inflows 
of Resources of Resources 
Actual versus expected experience : $729 
Difference between projected and actual earnings $ 8.108 ; 
on pension plan investments : 
Changes in proportion and differences between 
employer contributions and proportionate - 96 
share of contributions 


(in thousands) 
Deferred Outflows Deferred Inflows 
of Resources of Resources 
Contributions paid to FURS subsequent to the 14.042 ; 
measurement date — FY 2017 Contributions : 
Totals $22,150 $825 


Amounts reported as deferred outflows of resources related to pensions resulting from the nonemployer’s 
contributions made subsequent to the June 30, 2016, measurement date will be recognized as a reduction of the net 
pension liability in the fiscal year ended June 30, 2018. 


Other amounts reported as deferred inflows of resources related to pensions will be recognized in grant expense as 
follows: 
(in thousands) 
Amount recognized in Grant 
Expense as an increase or 
Year ended June 30: _—_ (decrease) to Grant Expense 


2018 588 
2019 588 
2020 3,875 
2021 2,457 
2022 (131) 
Thereafter - 


Volunteer Firefighters’ Compensation Act — The VFCA, administered by the MPERA, is a statewide retirement 
and disability plan established in 1965, and governed by Title 19, chapter 17, MCA. All members are unpaid 
volunteers and the State is the only contributor to the plan. Benefits are established by state law and can only be 
amended by the Legislature. The VFCA provides pension, disability, and survivorship benefits for all eligible 
volunteer firefighters who are members of qualified volunteer fire companies in unincorporated areas, towns or 
villages, and includes volunteer fire departments, fire districts, and fire service areas under the laws of the State. 
Benefits are based on eligibility and years of service. Member rights are vested after ten years of credited service. 
The VFCA also provides limited benefits for death or injuries incurred in the line of duty. A member who chooses to 
retire and draw a pension benefit may return to service with a volunteer fire department without loss of benefits. 
However, a returning retired member may not be considered an active member accruing credit for service. 


Summary of Benefits 
Eligibility for benefit 
Age 55, 20 years of credited service; 
Age 60, 10 years of credited service. 


Effective July 1, 2011, members who retire on or after July 1, 2011, and have greater than 30 years of 
credited service will receive $7.50 per month for each additional year of credited service over 30 
years if the pension trust fund is actuarially sound, amortizing any unfunded liabilities in 20 years or 
less. This determination will be made annually and a member’s benefit will be capped at $250 a 
month (30 years of credited service) if the amortization period grows to greater than 20 years. 


Vesting 
10 years of credited service. 


Monthly benefit formula (effective January 1, 2016) 
$8.75 per year of credited service up to 20 years; 
$7.50 per year of credited service after 20 years 


Contributions to the Plan 


The State, as a nonemployer contributing entity, is the only contributor to the VFCA. Contributions are 5% of fire 
insurance premium taxes collected on certain fire risks. This requires the plan to be treated as a special funding 
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situation in accordance with GASB 68. The State Auditor makes annual payments from the General Fund to the 
VFCA fund. Rates are specified by state law for contributions to the VFCA plan. The State legislature has the 
authority to establish and amend contribution rates to the plan. 


Actuarial Assumptions 


The total pension liability used to calculate the net pension liability was determined by an actuarial valuation as of 
June 30, 2015, with update procedures used to roll forward the total pension liability to June 30, 2016. There were 
several significant assumptions and other inputs used to measure the total pension liability. The actuarial 
assumptions used in the June 30, 2016, valuation were based on the results of the last actuarial experience study, 
dated June 2010 for the six-year period of July 1, 2003, to June 30, 2009. Among those assumptions were the 
following: 


e Investment Return 7.715% 
e = Inflation at 3.00% 


e Mortality assumptions among contributing members, terminated vested members, service retired members 
and beneficiaries are based on RP 2000 Combined Employee and Annuitant Mortality Tables projected to 
2015 with scale AA. 


e Mortality assumptions among Disabled Retirees are based on RP 2000 Combined Employee and Annuitant 
Mortality Tables with no projections. No future mortality improvement is assumed. 


For VFCA the average dollar amount of recurring expense over the last three years was $63,440, adjusted for the 
inflation assumption. This dollar amount is added to normal cost for valuation purposes. 


Discount Rate 


The discount rate used to measure the total pension liability was 7.75%. The projection of cash flows used to 
determine the discount rate assumed that contributions from the nonemployer contributing entity will be made based 
on the PERB’s funding policy, which establishes the contractually required rates under MCA. The State contributes 
5% of fire insurance premium taxes paid on certain fire risks. Based on those assumptions, the VFCA’s fiduciary net 
position was projected to be adequate to make all the projected future benefit payments of current plan members 
through the year 2117. Therefore, the long-term expected rate of return on pension plan investments was applied to 
all periods of projected benefit payments to determine the total pension liability. No municipal bond rate was 
incorporated in the discount rate. 


Target Allocations 


The long-term expected return on pension plan assets is reviewed as part of the regular experience studies prepared 
for the VFCA. The most recent analysis, performed for the period covering fiscal years 2004 through 2009, is 
outlined in a report dated June 2010, which is located on the MPERA website. Several factors are considered in 
evaluating the long-term rate of return assumption. These factors include rates of return adopted by similar public- 
sector systems, as well as the utilization of a building block method in which best-estimate ranges of expected future 
real rates of return (expected returns, net of pension plan investment expense and inflation) are developed by the 
investment consultant for each major asset class. These ranges were combined to produce the long-term expected 
rate of return by weighting the expected future real rates of return by the target asset allocation percentage and then 
adding expected inflation. The assumption is intended to be a long-term assumption and is not expected to change 
absent a significant change in the asset allocation, a change in the inflation assumption, or a fundamental change in 
the market that alters expected returns in future years. Best estimates are presented as the arithmetic real rates of 
return for each major asset class included in the VFCA’s target asset allocation as of June 30, 2016, is summarized 
in the table below: 


Target Asset Long-Term Expected 


Asset Class Allocation Real Rate of Return 
Cash Equivalents 2.60% 4.00% 
Domestic Equity 36.00% 4.55% 
Foreign Equity 18.00% 6.35% 


Fixed Income 23.40% 1.00% 
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Target Asset Long-Term Expected 


Asset Class Allocation Real Rate of Return 
Private Equity 12.00% 7.75% 
Real Estate 8.00% 4.00% 


Sensitivity Analysis 

In accordance with GASB 68 regarding the disclosure of the sensitivity of the net pension liability to changes in the 
discount rate, the above table presents the net pension liability calculated using the discount rate of 7.75%, as well as 
what the net pension liability would be if it were calculated using a discount rate that is 1.00% lower (6.75%) or 
1.00% higher (8.75%) than the current rate. 


(in thousands) 
1.0% Decrease Current 1.0% Increase 
(6.75%) Discount Rate (8.75%) 
State as a Nonemployer entity $14,818 $10,599 $7,004 


Net Pension Liability 


Net Pension Liability 


In accordance with GASB 68, employers and nonemployer contributing entities are required to recognize and report 
certain amounts associated with their participation in the VFCA. GASB 68 became effective June 30, 2015, and 
includes requirements to record and report proportionate shares of the collective net pension liability, pension 
expense, deferred inflows of resources, and deferred outflows of resources associated with pensions. 


In accordance with GASB 68, the VFCA has a special funding situation in which the State is legally responsible for 
making contributions directly to the VFCA on behalf of volunteer employers. Due to the existence of this special 
funding situation, the State is required to report a proportionate share of a volunteer fire company’s collective net 
pension liability that is associated with the non-State volunteer employer. 


(dollars presented in thousands) 
Net Pension Liability | Net Pension Liability Percent of 
as of 6/30/15 as of 6/30/16 Collective NPL 


$10,504 $10,599 100% 


State as a Nonemployer 
Proportionate Share 


At June 30, 2017, the State reported a liability of $10.6 million for its proportionate share of the net pension liability. 
The total pension liability used to calculate the net pension liability was determined by an actuarial valuation as of 
June 30, 2015, with update procedures used to roll forward the total pension liability to June 30, 2016. The 
nonemployer’s proportion of the net pension liability was based on the nonemployer’s contributions received by the 
VFCA during the measurement period, July 1, 2015, through June 30, 2016, relative to total contributions received. 


Changes in actuarial assumptions and methods: There were no changes in assumptions or other 
inputs that affected the measurement of the total pension liability. 


Changes in benefit terms: There have been no changes in benefit terms since the previous 
measurement date. 


Changes in proportionate share: There were no changes between the measurement date of the 
collective net pension liability and the nonemployer’s reporting date that are expected to have a 
significant effect on the nonemployer’s proportionate share of the collective net pension liability. 


Grant Expense Related to Special Funding 

The State as a nonemployer contributing entity recognized grant expense of $688.6 thousand for special funding 
support provided by a portion of fire tax premiums paid to the State and transferred to MPERA for its proportionate 
share of the VFCA pension expense that is associated with other employer participants in the plan. 
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Deferred Outflows and Inflows 


At June 30, 2017, the State as a nonemployer contributing entity recognized a beginning deferred outflow of 
resources for fiscal year 2016 contributions of $2.0 million. 


As of the fiscal year ended June 30, 2017, the State as a nonemployer contributing entity reported its proportionate 
share of deferred outflows of resources and deferred inflows of resources related to VFCA from the following 
sources: 


(in thousands) 
Deferred Outflows — Deferred Inflows 
of Resources of Resources 
Difference between expected and actual $761 
experience 
Difference between projected and actual $1,201 
earnings on pension plan investments ; 
Contributions paid to VFCA subsequent to the > 054 
measurement date —- FY 2017 Contributions : 
Totals $3,255 $761 


Amounts reported as deferred outflows of resources related to pensions resulting from the State’s contributions 
made subsequent to the June 30, 2016, measurement date will be recognized as a reduction of the net pension 
liability in the fiscal year ended June 30, 2018. 


Other amounts reported as deferred outflows and deferred inflows of resources related to pensions will be 
recognized in grant expense as follows: 


(in thousands) 
Amount recognized in Grant 
Expense as an increase or 
Year ended June 30: _ (decrease) to Grant Expense 


2018 (285) 
2019 (285) 
2020 613 
2021 397 
2022 - 
Thereafter 


Teachers’ Retirement System — The TRS is administered by the Teachers’ Retirement Board (TRB), which is the 
governing body of a mandatory multiple-employer cost-sharing defined benefit pension plan that provides 
retirement services to persons in Montana employed as teachers or professional staff of any public elementary or 
secondary school, community college, or unit of the university system. The TRS as an employer does not participate 
in the plan and acts only as the administrator of the plan. 


The TRB is the governing body of the TRS and the TRS’s staff administer the TRS in conformity with the laws set 
forth in Title 19, chapter 20, MCA, and administrative rules set forth in Title 2, chapter 44 of the Administrative 
Rules of Montana. 


Summary of Benefits 

Through June 30, 2013, all members enrolled in TRS participated in a single-tiered plan ("Tier One"). Employees 
with a minimum of 25 years of service or who have reached age 60 with 5 years of service are eligible to receive an 
annual retirement benefit equal to creditable service years divided by 60 times the average final compensation. Final 
compensation is the average of the highest three consecutive years of earned compensation. Benefits fully vest after 
5 years of creditable service. Vested employees may retire at or after age 50 and receive reduced retirement benefits. 
Benefits are established by state law and can only be amended by the Legislature. 


Beginning July 1, 2013, new members in TRS participate in a second benefit tier ("Tier Two"), which differs from 
Tier One as follows: 


e Tier Two uses a 5-year average final compensation (as opposed to 3-year AFC in Tier One) 

e Tier Two provides for unreduced service retirement benefits at age 60 with 5 years of creditable service or 
at age 55 with at least 30 years of creditable service (rather than at age 60 with 5 years of service or at any 
age with creditable service in 25 years in Tier One) 

e Tier Two provides for early retirement benefits with 5 years of creditable service at age 55 (rather than age 
50 in Tier One) 

e Tier Two has a one percent higher normal employee contribution rate (though a temporary 1% 
supplemental employee contribution rate is also now currently in place for Tier One members), and 

e Tier Two provides for an enhanced benefit calculation—1.85% of the AFC multiplied by the years of 
creditable service—for members retiring with at least 30 years of creditable service and at least 60 years of 
age (rather than 1.6667 x AFC x years of creditable service) 


A guaranteed annual benefit adjustment (GABA) is payable on January | of each calendar year for each retiree who 
has received at least 36 monthly retirement benefit payments prior to that date. The GABA is applicable to both Tier 
One and Tier Two members. The GABA for Tier 1 members is 1.5% of the benefit payable as of January 1. For Tier 
Two members the GABA each year may vary from 0.5% to 1.5% based on the retirement system’s funding status 
and the period required to amortize any unfunded accrued actuarial liability as determined in the prior actuarial 
valuation. 


Contributions to the System 
All active employees in the TRS, regardless of employer type, are required to provide a contribution equal to 8.15% 
of their compensation. 


All State and University employers are required to contribute 11.15% of compensation provided to an active, 
nonreemployed member. All school district and other employers are required to contribute 8.77% of an active, 
nonreemployed, member's compensation to the System. 


Section 19-20-605, MCA, requires each employer to contribute 9.85% of total compensation paid to all reemployed 
TRS retirees employed in a TRS reportable position. Pursuant to Section 19-20-609, MCA, this amount shall 
increase by 1.00% for fiscal year 2014 and increase by 0.10% each fiscal year through 2024 until the total employer 
contribution is equal to 11.85% of reemployed retiree compensation. 


The TRS receives a portion of the total required statutory contributions directly from the State for all employers. The 
employers are considered to be in a special funding situation and the State is treated as a nonemployer contributing 
entity in the TRS. The System receives 0.11% of reportable compensation from the General Fund for all TRS 
members. The TRS also receives 2.38% of reportable compensation from the General Fund for school districts and 
other employers. Finally, the State is also required to contribute $25 million in perpetuity payable July 1 of each 
year. The Legislature has the authority to establish and amend contribution rates to the plan. 


Actuarial Assumptions 

The total pension liability as of June 30, 2016, is based on the results of an actuarial valuation date of July 1, 2016. 
There were several significant assumptions and other inputs used to measure the total pension liability. The actuarial 
assumptions used in the July 1, 2016, valuation were based on the results of the last actuarial experience study, dated 
May 1, 2014. Among those assumptions were the following: 


e Total wage increases 4.00% to 8.51% for non-university members 
(includes 4% general wage increase assumption) 5.00% for university members 

e Investment Return 7.75% 

ePrice Inflation 3.25% 


e Postretirement Benefit Increases (starting three years after retirement) 
Oo Tier One members: If the retiree has received benefits for at least three years, the retirement allowance 
will be increased by 1.5% on January 1. 
O Tier Two members: The retirement allowance will be increased by an amount equal to or greater than 
.5% but no more than 1.5% if the most recent actuarial valuation shows the TRS to be at least 90% 
funded and the provisions of the increase is not projected to cause the funded ratio to be less than 85%. 
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e Mortality among contributing members, service retired members, and beneficiaries 
oO For Males: 1992 base rates from the RP 2000 Healthy Annuitant Mortality Table for ages 50 and 
above and 1992 base rates from the RP 2000 Combined Healthy Annuitant Mortality Table for ages 
below 50, set back four years, with mortality improvements projected by Scale BB to 2018. 
Oo For Females: 1992 base rates from the RP 2000 Healthy Annuitant Mortality Table for ages 50 and 
above and 1992 base rates from the RP 2000 Combined Healthy Annuitant Mortality Table for ages 
below 50, set back two years, with mortality improvements projected by Scale BB to 2018. 
e Mortality among disabled members 
oO For Males: RP 2000 Disabled Mortality Table for Males, set forward one year, with mortality 
improvements projected by Scale BB to 2018. 
Oo For Females: RP 2000 Disabled Mortality Table for Females, set forward five years, with mortality 
improvements projected by Scale BB to 2018. 


Discount Rate 

The discount rate used to measure the total pension liability was 7.75%. The projection of cash flows used to 
determine the discount rate assumed that contributions from participating TRS members, employers, and 
nonemployer contributing entities will be made based on the TRB’s funding policy, which establishes the 
contractually required rates under MCA. In addition to these contributions, the State General Fund will contribute 
$25 million annually to the TRS payable July 1 of each year. Based on those assumptions, the TRS’s fiduciary net 
position was projected to be adequate to make all the projected future benefit payments of current plan members 
through the year 2122. Therefore, the long-term expected rate of return on pension plan investments was applied to 
all periods of projected benefit payments to determine the total pension liability. No municipal bond rate was 
incorporated in the discount rate. 


Target Allocations 

The assumed long-term expected return on pension plan assets is reviewed as part of the regular experience studies 
prepared for the TRS. The most recent analysis, performed for the period covering fiscal years 2009 through 2013, is 
outlined in a report dated May 1, 2014. Several factors are considered in evaluating the long-term rate of return 
assumption including long-term historical data, estimates inherent in current market data, and a log-normal 
distribution analysis in which best-estimate ranges of expected future real rates of return (expected return, net of 
investment expense and inflation) were developed by the investment consultant for each major asset class. These 
ranges were combined to produce the long-term expected rate of return by weighting the expected future real rates 
of return by the target asset allocation percentage and then adding expected inflation. The capital market 
assumptions developed by the investment consultant are intended for use over a 10-year horizon and may not be 
useful in setting the long-term rate of return for funding pension plans which covers a longer timeframe. The 
assumption is intended to be a long-term assumption and is not expected to change absent a significant change in the 
asset allocation, a change in the inflation assumption, or a fundamental change in the market that alters expected 
returns in future years. Best estimates of arithmetic real rates of return for each major asset class included in the 
TRS’s target asset allocation as of June 30, 2016, is summarized in the table below: 


Target Asset Long-Term Expected 


Asset Class Allocation Real Rate of Return 
Broad US Equity 36.00% 4.80% 
Broad International Equity 18.00% 6.05% 
Private Equity 12.00% 8.50% 
Intermediate Bonds 23.40% 1.50% 
Core Real Estate 4.00% 4.50% 
High Yield Bonds 2.60% 3.25% 


Non-Core Real Estate 4.00% 7.50% 
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Sensitivity Analysis 

In accordance with GASB 68 regarding the disclosure of the sensitivity of the net pension liability to changes in the 
discount rate, the table below presents the net pension liability calculated using the discount rate of 7.75%, as well 
as what the net pension liability would be if it were calculated using a discount rate that is 1.00% lower (6.75%) or 
1.00% higher (8.75%) than the current rate. 


(in thousands) 
1.0% Decrease Current Discount 1.0% Increase 
(6.75%) Rate (8.75%) 
State as an Employer in TRS — Net 
Pension Liability $76,500 $57,016 $40,613 
State as a Nonemployer Contributing 949,304 707,527 503,977 


Entity to TRS — Net Pension Liability 


Net Pension Liability 

In accordance with GASB 68, employers and nonemployer contributing entities are required to recognize and report 
certain amounts associated with their participation in the TRS. GASB 68 became effective June 30, 2015, and 
includes requirements for participants to record and report their proportionate share of the collective net pension 
liability, pension expense, deferred inflows of resources, and deferred outflows of resources associated with 
pensions. In accordance with GASB 68, the TRS has a special funding situation in which the State is legally 
responsible for making contributions directly to TRS that are used to provide pension benefits to the retired 
members of the TRS. Due to the existence of this special funding situation, the State is required to report a 
proportionate share of a local government or school district’s collective net pension liability that is associated with 
the non-State employer. 


(dollars presented in thousands) 
Net Pension Liability | Net Pension Liability Percent of 


as of 6/30/15 as of 6/30/16 Collective NPL 

State's as an Employer Entity $ 56,230 $ 57,016 3.121008% 
State's as a Nonemployer Entity 647,092 707,527 38.729473% 
State of Montana Totals $703,322 764,543 41.850481% 


At June 30, 2017, the State reported a liability of $764.5 million for its proportionate share of the net pension 

liability as an employer and nonemployer contributing entity. The net pension liability was measured as of June 30, 

2016, and the total pension liability used to calculate the net pension liability was determined by an actuarial 

valuation as of July 1, 2016. The employer’s proportion of the net pension liability was based on the State’s 

contributions received by the TRS during the measurement period, July 1, 2015, through June 30, 2016, relative to 

the all contributions received from the TRS’s participating employers and the nonemployer contributing entity. 
Changes in actuarial assumptions and methods: Since the previous measurement date the normal cost 
method has been updated to align the calculation of the projected compensation and the total present value 
of plan benefits so that the normal costs rate reflects the most appropriate allocation of plan costs over 
future compensation. 


Changes in benefit terms: There have been no changes in benefit terms since the previous measurement 
date. 


Changes in proportionate share: There were no changes between the measurement date of the collective 
net pension liability and the employer’s reporting date that are expected to have a significant effect on the 
employer’s proportionate share of the collective net pension liability. 


Employer Pension Expense and Nonemployer Contributing Entity Special Funding Grant Expense 

At June 30, 2017, the State as an employer recognized a pension expense of $10.5 million for its proportionate share 
of the collective TRS pension expense. The State as a nonemployer contributing entity also recognized grant 
expense of $41.7 million for special funding support provided by the State’s General Fund for its proportionate 
share of the collective TRS pension expense that is associated with other employer participants in the TRS. Total 
pension related expenses for fiscal year 2017 was $52.2 million. 
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Deferred Outflows and Inflows 
At June 30, 2017, the State as an employer recognized a beginning deferred outflow of resources for fiscal year 2016 
contributions of $16.9 million. 


As of the fiscal year ended June 30, 2017, the State as an employer reported its proportionate share of deferred 
outflows of resources and deferred inflows of resources related to the TRS from the following sources: 


(in thousands) 
Deferred Outflows Deferred Inflows 
of Resources of Resources 
Difference between expected and actual $ 305 $ 121 
experience 
Difference between projected and actual 3672 
earnings on pension plan investments ; 
Change of assumptions 363 358 
Changes in proportion and differences between 
employer contributions and proportionate 12,205 1,173 
share of contributions 
Contributions paid to TRS subsequent to the 17.396 7 
measurement date —- FY 2017 Contributions ' 
Totals $33,941 $1,652 


Amounts reported as deferred outflows of resources related to pensions resulting from the employer’s contributions 
made subsequent to the June 30, 2016, measurement date will be recognized as a reduction of the net pension 
liability in the fiscal year ended June 30, 2018. 


Other amounts reported as deferred outflows of resources and inflows of resources related to pensions will be 
recognized in pension expense as follows: 


(in thousands) 
Amount recognized in Pension 
Expense as an increase or 
Year ended June 30: _ (decrease) to Pension Expense 


2018 $6,706 
2019 3,525 
2020 3,344 
2021 1,318 
2022 - 
Thereafter - 


At June 30, 2017, the State as a nonemployer contributing entity recognized a beginning deferred outflow of 
resources for fiscal year 2016 contributions of $42.4 million. 


As of the fiscal year ended June 30, 2017, the State as a nonemployer contributing entity reported its proportionate 
share of deferred outflows of resources and deferred inflows of resources from the following sources: 


(in thousands) 
Deferred Outflows Deferred Inflows 
of Resources of Resources 
Difference between expected and actual $ 3,783 $ 1,504 


experience 


(in thousands) 
Deferred Outflows Deferred Inflows 


of Resources of Resources 

Difference between projected and actual earnings 45.561 

on pension plan investments : 
Changes of assumptions 4,503 4,447 
Changes in proportion and differences between 

employer contributions and proportionate 6,529 32,074 

share of contributions 
Contributions paid to TRS subsequent to the 43.028 

measurement date —- FY 2017 Contributions ’ 

Totals $103,404 $38,025 


Amounts reported as deferred outflows of resources related to pensions resulting from the nonemployer’s 
contributions subsequent to the June 30, 2016, measurement date will be recognized as a reduction of the net 
pension liability in the fiscal year ended June 30, 2018. 


Other amounts reported as deferred outflows and inflows of resources related to pensions will be recognized in grant 
expense as follows: 


(in thousands) 
Amount recognized in Grant 
Expense as an increase or 
Year ended June 30: _—_ (decrease) to Grant Expense 


2018 $(5,756) 
2019 (7,726) 
2020 19,478 
2021 16,355 
2022 - 
Thereafter 


D. Legal Actuarial Status of Plans 


The Montana Constitution, Article VIII, Section 15, states that public retirement systems shall be funded on an 
actuarially sound basis. To maintain a fund on an actuarially sound basis, the rate of contributions should fund the 
normal cost, in addition to amortizing the unfunded liability over a period not to exceed 30 years. 


The statutory funding rate is tested in the valuation of each public retirement plan to determine if it is sufficient to 
cover the normal cost rate plus an amortization payment of the unfunded actuarial liability, if any, within 30 years. 
As of June 30, 2017, the Game Warden & Peace Officers’ Retirement System (GWPORS) and the Highway Patrol 
Officers’ Retirement System (HPORS) were not in compliance and do not amortize within 30 years. 


E. Public Employee Defined Contribution Retirement Plans 


Public Employees’ Retirement System-Defined Contribution Retirement Plan — The Public Employees’ 
Retirement System - Defined Contribution Retirement Plan (PERS-DCRP) is a multiple Employer plan established 


July 1, 2002, and governed by Title 19, Chapters 2 & 3, MCA. This plan is available to eligible employees of the 
State, Montana University System, local governments, and school districts. All new PERS members are initially 
members of the PERS-DBRP and have a 12-month window during which they may choose to transfer to the PERS- 
DCRP, or remain in the PERS-DBRP, by filing an irrevocable election. If an election is not filed, the member 
remains in the PERS-DBRP. Members may not be members of both the defined contribution and defined benefit 
retirement plans. The PERS-DBRC provides retirement, disability and death benefits to plan members and their 
beneficiaries. 


Member and Employer contribution rates are established by state law and may be amended only by the Legislature. 
Employees contribute at a rate of 7.90% of their compensation. Contributions made to the plan by an employee 
remain 100% vested in their interest. Members who achieve 5 years of employment are vested in the plan. Should 
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they terminate prior to this 5-year period, all employer contributions are forfeited to the plan. Amounts forfeited are 
held in a separate plan forfeiture account and can only be used to pay the administrative expenses, including startup 
costs, of the plan. Total pension expense for the State as a PERS-DCRP employer for the year ended June 30, 2017, 
is $6.3 million and contribution forfeitures were $230.7 thousand. 


Local government entities contribute 8.37% of member compensation. School district employers contributed 8.10% 
of member compensation. The State contributes 0.10% of member compensation on behalf of local government 
entities and 0.37% of member compensation on behalf of school district entities. Each State agency and University 
employer contributed 8.47% of member compensation. 


The total contribution rate of 8.47%, referenced in the preceding paragraph, is allocated as follows: 8.13% to the 
member’s retirement account; 0.04% to the defined contribution education fund; and 0.30% to the defined 
contribution Other Post Employment Benefit (OPEB) disability plan. 


The PERS-DCRP also administers an OPEB disability plan. See Note 7 for additional information related to this 
portion of the plan. 


457-Deferred Compensation Plan — The 457-Deferred Compensation Plan (457-Plan) is a voluntary supplemental 
retirement savings plan established in 1974. The Deferred Compensation Plan is governed by Title 19, Chapter 50, 
MCA, in accordance with Internal Revenue Code (IRC) Section 457. This plan is available to all employees of the 
State, Montana University System, and contracting political subdivisions. The State and 43 non-state entity 
employers participate in the 457-Plan. 


Assets of the Deferred Compensation Plan are required to be held in trusts, custodial accounts or insurance company 
contracts for the exclusive benefit of participants and their beneficiaries. Empower Retirement™ is the record 
keeper for the plan. Participants elect to defer a portion of their salary, within IRC limits. The deferred salary is not 
available to employees until separation from service, retirement, death, or upon an unforeseeable emergency while 
still employed, provided IRS-specified criteria are met. 


F. Montana University System Retirement Program 


Montana University System-Retirement Program (MUS-RP) — This system was established in January 1988 and 
is underwritten by the Teachers Insurance and Annuity Association-College Retirement Equities Fund (TIAA- 
CREF). Effective July 1, 1993, MUS-RP was made the mandatory retirement plan for new faculty and 
administrative staff with contracts under the authority of the Board of Regents, previously referred to as the Optional 
Retirement Program (ORP). The MUS-RP is a defined contribution retirement plan governed by Title 19, Chapter 
21 of the MCA. Combined contributions to the faculty and professional staff plan cannot exceed 13% of the 
participant’s compensation per 19-21-203, MCA. Combined contributions to the classified staff plan are 16.47% 
per 19-3-316, MCA. 


The benefits at retirement depend upon the amount of contributions, amount of investment gains and losses, and the 
employee life expectancy at retirement. Under the MUS-RP, each employee enters into an individual contract with 
TIAA-CREF. Individuals are immediately vested with all contributions. The Montana University System records 
employee/employer contributions, and remits monies to TIAA-CREF. Total contributions made to the plan by the 
employer were $15.8 million and the total employee contributions were $18.7 million for the fiscal year ended June 
30, 2017. 


G. Method Used to Value Investments 


The Montana Board of Investments (BOI) manages the investments, as authorized by state law, for the defined 
benefit retirement plans in two investment pools, the Consolidated Asset Pension Pool (CAPP) and the Short-Term 
Investment Pool (STIP). CAPP is an internal investment pool and STIP is an external investment pool. Each 
retirement plan’s ownership in the pools is based on the funds contributed. Individual investments in the pools are 
not specifically identified to the respective retirement plan. Investments are reported at fair value. Mortgages are 
valued on the basis of future principal and interest payments and are discounted at prevailing interest rates for 
similar instruments. The fair value of direct real estate investments is based on appraised value. Investments that do 


not have an established market are reported at estimated fair value. These values are based on market prices supplied 
to the BOI by its custodial bank, State Street Bank, and various brokerage services. Further detail related to 
investments is provided in Note 3. 


H. Long-term Contracts for Contributions 


The Montana Legislature enacted a provision of the Employee Protection Act (EPA) (Title 19, Chapter 2, Part 706, 
MCA) allowing state and university system employees who are eligible for a service retirement and whose positions 
have been eliminated to have their Employer pay a portion of the total cost of purchasing up to three years of “1-for- 
5” additional service. In fiscal year 2017, there were 245 employees participating in the program. 


The Employer has up to ten years to complete payment for the service purchases and is charged the actuarially 
required rate of return as established by the Montana Public Employee Retirement Administration (MPERA) on the 
unpaid balance. Total contributions received (including interest) during fiscal year 2017 totaled $70.3 thousand. The 
outstanding balance at June 30, 2017, totaled $25.6 thousand. 


I. Litigation 


Tadman, et al. v. State. A retired member of the Sheriffs' Retirement System filed a class action against the State of 
Montana on October 6, 2015, alleging the inappropriate payment of state and federal income tax on certain line-of- 
duty disability benefits. The plaintiff is represented by Lawrence A. Anderson, an attorney located in Great Falls, 
Montana. The State was served with the Complaint on November 25, 2015, and is represented by Eric Biehl and 
Hanna Warhank from Church, Harris, Johnson & Williams PC, in Great Falls, Montana and MPERA legal counsel. 
The State responded and filed an amended answer to the complaint before filing a motion and brief to change venue 
and/or to dismiss the matter for lack of subject matter jurisdiction. Following a hearing on June 1, 2017, the State’s 
motions were denied. Discovery requests and responses have been served by both parties. The plaintiff's motion 
for class certification was filed October 31, 2017. 


J. Subsequent Events 
The PERB approved a reduction in the assumed rate of return, effective July 1, 2017, from 7.75% to 7.65%. 


During the Legislative Special Session, held November 13 through 16, 2017, Senate Bill 1 was passed and signed 
into law. The change in statute terminated employer contributions to the Judges’ Retirement System as of the first 
full pay period which begins after January 1, 2018. On the first full pay period commencing after June 30, 2019, 
employer contributions will return to their prior amount. The dollar effect is included in the total amount of reduced 
spending disclosed in Note 17. 
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NOTE7. OTHER POSTEMPLOYMENT BENEFITS (OPEB) 
A. General 


The State of Montana and the Montana University System (MUS) provide optional postemployment healthcare 
benefits in accordance with Section 2-18-704, MCA to the following employees and dependents who elect to continue 
coverage and pay administratively established contributions: (1) employees and dependents who retire under applicable 
retirement provisions, and (2) surviving dependents of deceased employees. Medical, dental, and vision benefits are 
available through this plan. Retirement eligibility criteria differ by retirement plan. Further detail on Retirement Plans is 
provided in Note 6. 


In accordance with Section 2-18-704, MCA, the MUS provides post-retirement health insurance benefits to employees 
who are eligible, to receive retirement benefits from the Teachers Retirement System (TRS), the Public Employees’ 
Retirement System (PERS), or an annuity under the MUS-RP, and have been employed by MUS for at least five years, 
are age 50, or have worked 25 years with MUS. Spouses, unmarried dependent children, and surviving spouses are also 
eligible. 


Section 19-3-2141, MCA, establishes a long-term disability plan trust fund (PERS-DCRP Disability) for all State of 
Montana Employees that participate in the Public Employee Retirement System-Defined Contribution Retirement Plan 
(PERS-DCRP). All new PERS members are initially members of the Public Employee Retirement System-Defined 
Benefit Retirement Plan (PERS-DBRP) and have a 12-month window during which they may choose to transfer to the 
PERS-DCRP or remain in the PERS-DBRP by filing an irrevocable election. If an election is not filed, the member 
remains in the PERS-DBRP. Members may not be members of both the defined contribution and defined benefit 
retirement plans. Only those participants that choose the PERS-DCRP are covered by the PERS-DCRP Disability plan. 


Montana State Fund, a discretely presented component of the State, by statute, prepares separately issued financial 
statements on a calendar year-end basis. Due to the difference in reporting period, there will be a variance between 
the note disclosures and the financial statements for the OPEB implicit rate subsidy. 


B. Plan Descriptions 


Both healthcare OPEB plans for the State of Montana and MUS are agent multiple employer plans. In addition to the 
primary government, the participating employers under the State Plan are Facility Finance Authority, Montana Board 
of Housing, Public Employees’ Retirement System, Montana State Fund, and Teachers’ Retirement System. The 
participating employers under the MUS plan are Dawson Community College (Dawson CC), Flathead Valley 
Community College (Flathead CC), Miles Community College (Miles CC), Office of Commissioner on Higher 
Education (OCHE), Montana State University — Billings (MSU-Billings), Montana State University — Bozeman 
(MSU-Bozeman), Great Falls College MSU, Montana State University — Northern (MSU-Northern), University of 
Montana — Montana Tech (UM-MT Tech), Helena College UM, University of Montana — Missoula (UM-Missoula), 
and University of Montana — Western (UM-Western). Each participating employer is required to disclose additional 
information regarding funding policy, the employer’s annual OPEB cost and contributions made, the funded status and 
funding progress of the employer’s individual plan, and actuarial methods and assumptions used. 


The healthcare OPEB plans allow retirees to participate, as a group, at a rate that does not cover all of the related costs. 
This results in the reporting of an “implied rate” subsidy in the related financial statements and note disclosures. While 
this liability is disclosed for financial statement purposes, it does not represent a legal liability of the State or any of its 
component units. Accordingly, reported contributions are not a result of direct funding to the plans or for associated 
liabilities, but are a measure of the difference in retiree payments into the plans and actual medical costs associated with 
those individuals paid for by the plans. 


The healthcare OPEB plans are reported as agency funds. There are no assets or liabilities as only contributions 
collected and distributions made are reflected in these funds. 


The PERS-DCRP Disability is a multiple-employer cost sharing plan that covers employees of the State, local 
governments, and certain employees of the university system and school districts, who are not covered by a separate 
retirement system governed by Title 19, MCA. The PERS-DCRP Disability plan provides disability benefits to PERS- 
DCRP plan members who are vested in the plan and are currently ineligible for retirement. 


A separate trust has been established for purposes of providing disability benefits to PERS-DCRP Disability plan 
members and it is accounted for as a fiduciary fund. The assets are held in a trust capacity for the beneficiaries. The 
Public Employee Retirement System issues publicly available annual reports which include financial statements and 
required supplemental information for the plan. Those reports may be obtained online (http://mpera.mt.gov) or by 
contacting the following: 


Public Employees’ Retirement Board 
100 North Park, Suite 200 

P.O. Box 200131 

Helena, MT 59620-0131 


Further details on the funding policies are provided in Section D of this note. 


C. Basis of Accounting 


OPEB liability is reported on an accrual basis on the proprietary and fiduciary fund financial statements, the 
government-wide financial statements and the component unit financial statements. OPEB is not reported on the 
governmental fund financial statements, as OPEB liability is considered a long-term liability. Plan member 
contributions are recognized in the period in which the contributions are made. Benefits and refunds are recognized 
when due and payable in accordance with the terms of each plan. 


The healthcare OPEB plan document states “an employee enrolled in the State Plan who (a) at least meets the early 
retirement criteria defined by Montana Public Employees’ Retirement Administration (MPERA); and (b) makes 
arrangements with the Health Care and Benefits Division (HCBD) within 60 days of the date active employee coverage 
ends to continue post-retirement coverage, may continue with the State Plan on a self-pay basis, retroactive back to the 
date active employee coverage was lost.” Therefore, the plan does not include terminated employees who have 
accumulated benefits but are not yet receiving them. There have been no significant changes in the number covered or 
the type of coverage as of June 30, 2017. 


The number of State Plan participants as of December 31, 2016, follows: 


State Plan Participants 
Facility Montana Montana _‘ Teachers 
Finance Board Public Employee State Retirement 
Enrollment State Authority ofHousing Retirement Board Fund System Total 
Active employees 11,393 3 32 41 297 16 11,782 
Retired employees, 
spouses, and 
surviving spouses (1) 3,100 - 3 1 17 7 3,128 
Total 14,493 3 35 42 314 23 14,910 


(1) Due to the inability to determine, without considerable effort, the last place an employee worked before retiring, the bulk of retires are listed as State 
regardless of their last place of employment. Since we are unable to account for all retired employees last place of employment cumulatively, an 
allocation method was used based on the accrued liability and ARC for active employees by entity for the determination of the inactive liability by 
entity. 
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The number of MUS Plan participants as of June 30, 2017, follows: 


MUS Plan Participants 
MSU- MSU- GFC- MSU- HC- UM- UM- UM- 
Enrollment Billings Bozeman MSU _ Northern OCHE UM Missoula MTTech Western Other Total 
Active employees 454 2,964 121 120 72 98 2,425 448 193 345 7,240 
Retired employees, 
spouses, and 
surviving spouses 102 381 7 30 15 10 385 69 47 47 1,093 
Total 556 3,345 128 150 87 108 2,810 517 240 392 8,333 


PERS-DCRP participants who are 100% vested in the plan, and become disabled, are entitled benefits as defined in 
Section 19-3-2141, MCA. There have been no significant changes in the number of participants or the type of 
coverage as of June 30, 2017. 


The number of PERS-DCRP Disability Plan participants as of June 30, 2017, follows: 


PERS-DCRP Disability Plan Participants 


Enrollinient Active. Digabled Retirees and Terminated Terminated Non- Total 
Beneficiaries Vested Members Vested Members 


2,941 3 - - - 2,544 


Participant counts 
used for valuation 


D. Funding Policies 


The State of Montana and MUS pay for postemployment healthcare benefits on a pay-as-you-go basis. Section 2-18-8, 
MCA gives authority for establishing and amending the funding policy to the Department of Administration for the 
State group health insurance plan. Section 20-25-13, MCA gives authority for establishing and amending the funding 
policy to the Board of Regents for the MUS group health insurance plan. 


As of June 2017, the State Plan’s administratively established retiree medical contributions vary between $439 and 
$1,633 per month depending on the medical plan selected, family coverage, and Medicare eligibility. Administratively 
established dental contributions vary between $41.10 and $70 and vision hardware contributions vary between $7.64 
and $22.26 depending on the coverage selected. 


As of June 2017, the MUS plan’s administratively established retiree medical premiums vary between $394 and $2,244 
per month. Retiree dental premiums vary between $52 and $156 per month while vision premiums vary from $8.05 to 
$23.45 depending on the types and number of dependents enrolled. The plan provides different coinsurance amounts 
and deductibles depending on whether members use in-network or out-of-network providers. The plan automatically 
reduces claim reimbursement for members eligible for Medicare, even if the member is not enrolled in Medicare. 


The PERS-DCRP Disability plan is funded through a portion of the statutorily required employer contributions in 
Section 19-3-2117, MCA. An amount equal to 0.3% of a PERS-DCRP members’ compensation is contributed to this 
trust fund by each participating employer. 


E. Annual Other Postemployment Benefit Cost and Contributions 


The annual required contribution (ARC), an actuarially determined rate in accordance with the parameters of GASB 
Statement No. 45, Accounting and Financial Reporting by Employers for Postemployment Benefits Other Than 
Pensions (GASB 45) represents a level of funding that, if paid on an ongoing basis, is projected to cover the normal 
cost each year and amortize any unfunded actuarial liabilities over a period not to exceed 30 years. The current 
State’s ARC of $34.1 million is 5.46% of annual covered payroll. The State’s annual covered payroll is $624.4 
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million. The current MUS’s ARC of $9.7 million is 2.26% of annual covered payroll. The MUS’s annual covered 
payroll is $429.5 million. 


There are no long-term contracts for contributions to either plan. Contributions refer to payments made in relation to 
the ARC. Since the State and MUS do not fund their plans, contributions disclosed as being made herein are an 
implicit rate subsidy provided through the difference of retiree payments provided to the healthcare plan and claims 
paid by the plan on a retiree’s behalf. 


The following table presents the OPEB cost for the year, the amount contributed, and changes in the OPEB plan for 
fiscal year 2017 (in thousands): 


Annual OPEB Cost & Changes in Net OPEB Obligation 


State MUS 

Annual required contribution/OPEB cost $ 34,107 $ 9,526 
Interest on net OPEB obligation 11,605 4,892 
Amortization factor (9,102) (3,837) 
Annual OPEB cost 36,610 10,581 
Retiree claims paid (9,007) (3,532) 

Increase in net OPEB obligation 27,603 7,049 
Net OPEB obligation -— beginning of year 273,047 115,096 
Net OPEB obligation — end of year $300,650 $122,145 


Note that the amounts in the State and MUS Annual OPEB Cost table above include component unit and 
community college portions and therefore, they will not match the Statement of Net Position. 


The State and MUS annual healthcare OPEB cost, the percentage of annual implicit contributions toward the OPEB 
cost through retiree claims paid on their behalf, and the net OPEB obligation for fiscal years 2017 through 2014 was 
as follows (in thousands): 


Contribution Ratio 


Percentage of 
Fiscal Year AnnualOPEB Annual OPEB Cost Net OPEB 


Ended Cost Contributed Obligation 

State 6/30/2017 $36,610 24.6% $300,650 
6/30/2016 36,221 24.8% 273,047 
6/30/2015 37,205 28.2% 246,643 
6/30/2014 36,823 19.1% 219,109 

MUS 6/30/2017 $10,581 33.4% $122,145 
6/30/2016 10,654 28.7% 115,096 
6/30/2015 10,624 31.3% 107,498 


6/30/2014 10,671 15.9% 99,891 
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The disability OPEB plan administered for defined contribution pension plan participants has an annual covered 
payroll, statutorily required contribution amount, and percentage of required contributions paid into the plan for 
fiscal years 2017 through 2014 as follows for the State and University system plan participants (in thousands): 


Fiscal Year Statutorily Required Percentage of Statutorily 

Ended Covered Payroll Contribution Amount Required Contribution Funded 
State 6/30/2017 $70,896 $213 100% 

6/30/2016 66,224 199 100% 

6/30/2015 55,339 166 100% 

6/30/2014 50,083 150 100% 
MUS 6/30/2017 $4,801 $14 100% 

6/30/2016 4,612 14 100% 

6/30/2015 4,057 12 100% 

6/30/2014 4,115 12 100% 


F. Actuarial Methods and Assumptions 


As of January 1, 2015, the State’s actuarially accrued liability (AAL) for benefits was $347.9 million, with no actuarial 
value of assets, resulting in an unfunded actuarial accrued liability (UAAL) of $347.9 million, and the ratio of the 
UAAL to the covered payroll was 53.87%. The UAAL is being amortized as a level dollar amount over an open basis 
for 30 years. 


In the December 31, 2015, actuarial valuation, the projected unit cost funding method was used for the State. The 
actuarial assumptions included a 4.25% discount rate and a 2.50% payroll growth rate. The projected annual healthcare 
cost trend rate is initially 3.4% for medical and 10.8% for prescription drugs. The decrease to the medical costs trend 
rate in plan year 2015 is based on actual trend data instead of estimated trend rates. The medical rate increases to an 
actuarially determined 9.5% in 2016. Both medical costs and prescription drugs are reduced by decrements to a rate of 
5.0%, medical costs after eleven years and prescription drugs after six years. 


As of July 1, 2015, the MUS actuarially accrued liability (AAL) for benefits was $110.5 million, with no actuarial 
value of assets, resulting in an unfunded actuarial accrued liability (UAAL) of $110.5 million, and the ratio of the 
UAAL to the covered payroll was 26.5%. The UAAL is being amortized as a level dollar amount over an open basis 
for 30 years. 


In the June 30, 2016, actuarial valuation, the projected unit cost funding method was used for MUS. The actuarial 
assumptions included a 4.25% discount rate and a 2.50% payroll growth rate. The projected annual healthcare cost 
trend rate is 20.6% for both medical and prescription drugs, initially. The increase to medical and prescriptions drug 
cost trend rates in plan year 2015 is based on groups cumulative rate increase instead of estimate trend rates. Both 
medical costs and prescriptions drugs are reduced by decrements to a rate of 4.5% after eight years. 


Actuarial valuations of an ongoing plan involve estimates of the value of reported amounts and assumptions about the 
probability of events far into the future. Examples include assumptions about future employment, mortality, and the 
healthcare cost trend. Actuarially determined amounts are subject to continual revisions being actual results are 
compared with past expectations and new estimates are made about the future. Actuarial calculations reflect a long- 
term perspective. The schedule of funding progress, presented as required supplementary information following the 
notes to the financial statements, is designed to present multi-year trend information about whether the actuarial value 
of plan assets is increasing or decreasing over time relative to the actuarial liabilities for benefits. 


Projections of benefits for financial reporting progress are based on the substantive plan (the plan as understood by the 
employer and the plan members). This includes the types of benefits provided at the time of each valuation and the 
historical pattern of sharing of benefit costs between the employer and plan members to that point. 


The projection of benefits for financial reporting purposes does not explicitly incorporate the potential effects of legal 
or contractual funding limitations on the pattern of cost sharing between the employer and plan members in the future. 


Additional information as of the latest actuarial valuation for the State Plan follows: 


Other Postemployment Benefits 
State Agent Multiple-Employer Plan 


Contributions (in thousands): 
Before Medicare eligibility 
After Medicare eligibility 


Actuarial valuation date 


Actuarial cost method 
Amortization method 
Remaining amortization period 


Asset valuation method 


Actuarial assumptions: 
Discount rate 
Projected payroll increases 
Participation: 
Future retirees 
Future eligible spouses 
Marital status at retirement 


Retiree/Surviving 


Spouse Spouse 
$11,172 $4,267 
4,454 3,545 


1/1/2015 (ARC calculated through December 31, 
2015) 


Projected unit cost funding 

Level percent of payroll, open 

30 years 

Not applicable since no assets meet the definition 
of plan assets under GASB 45 

4.25% 

2.50% 

55.00% 


60.00% 
70.00% 
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Additional information as of the latest actuarial valuation for MUS Plan follows: 


Other Postemployment Benefits 
MUS Agent Multiple-Employer Plan 


Contributions (in thousands): 
Before Medicare eligibility 
After Medicare eligibility 


Actuarial valuation date 
Actuarial cost method 
Amortization method 
Remaining amortization period 
Asset valuation method 
Actuarial assumptions: 

Discount rate 

Projected payroll increases 

Participation: 

Future retirees 


Future eligible spouses 
Marital status at retirement 


G. Termination Benefits 


During the year ended June 30, 2017, the State made the following termination benefit arrangements: continued 
coverage of group health insurance benefits for seven employees provided for up to twelve months, one-time lump- 
sum incentive payments for thirty-two employees, and paid administrative leave for four employees. In determining 
the termination benefit liability related to the continued coverage of group health insurance benefits, it was assumed 


Retiree/Surviving 


Spouse Spouse 
$8,392 $3,866 
3,624 2,753 


7/1/2015 (ARC Calculated through June 30, 2016) 
Projected unit cost funding 

Level percent of payroll, open 

30 years 

Not applicable since no assets meet the definition 
of plan assets under GASB 45 

4.25% 

2.50% 

50.00% 


60.00% 
70.00% 


that these benefits would be paid for the entire period of the arrangement. 


During the year ended June 30, 2017, component units of the State made the following termination benefit 
arrangements: continued coverage of health insurance benefits and/or one-time incentive payments for twenty 


employees. 


During the year ended June 30, 2017, the cost of termination benefits for the fiscal year was $533.4 thousand and 


$637.2 thousand for the State and its component units, respectively. 


NOTE 8. RISK MANAGEMENT 


There are three primary government public entity risk pools and one claims-servicing pool that are reported within the 
enterprise funds. These pools include Hail Insurance, the Montana University System (MUS) Group Insurance Plan, 
the MUS Workers Compensation Program, and the Subsequent Injury claims-servicing pool. The State of Montana 
(Old Fund) provides risk financing as an entity other than a public entity risk pool. The liability and payment of the 
workers compensation claims for incidents occurring before July 1, 1990, are reported in the government-wide 
financial statements within the primary government. Unpaid claims and claim adjustment expenses are estimated 
based on the ultimate cost of settling the claims including the effects of inflation and other societal/economic factors. 
Additionally, the primary government reports its own risk management activity within two internal service funds: 
Employees Group Benefits Plans and Administration Insurance Plans. In all of these funds, there are no significant 
reductions in insurance coverage from the prior year. These funds use the accrual basis of accounting. By statute, these 
funds cannot invest in common stock. Investments are recorded at fair value. Premiums and discounts are amortized 
using the straight-line method over the life of the securities. 


A. Public Entity Risk Pools 


(1) Hail Insurance — Any Montana producer engaged in growing crops subject to destruction or damage by hail may 
participate in the Hail Insurance program. The Hail Insurance program issued 654 policies during the 2017 growing 
season. This fund accounts for premium assessments paid by producers for crop acreage insured, investment and 
interest earnings, administrative costs, and claims paid for hail damage. Depending upon the actuarial soundness of 
the reserve fund and the damage in a season, producers may receive a premium refund. Anticipated investment income 
is considered in computing a premium deficiency, of which there is none. 


A claim must be submitted to the State Board of Hail Insurance within 14 days of a loss occurrence. The claim must 
indicate whether the grain is stemming, in the boot, heading out, in the milk, in the stiff dough, ready to bind, or 
combine. If beans, peas, or other crops are damaged, the growth-stage must also be indicated. Inspection of a crop 
will occur as promptly as possible after claim receipt. The liability on all insured crops expires after October 1. The 
insurance only covers loss or damage to growing grain that exceeds 5% destruction by hail. 


To reduce its exposure to large losses, the fund purchased Crop Hail Quota Share Reinsurance for the 2017 growing 
season, with a 90% share of premiums and losses allotted to the Reinsurer and a 10% share of each allotted to the 
State Hail Insurance. The fund recorded a liability of $2.3 thousand which is 10% of the estimated claims ($19.1 
thousand) plus adjustment expenses through June 30, 2017. The amount deducted from the estimated claims as of 
June 30, 2017, for reinsurance was $17.2 thousand (90% of estimated claims). The premiums ceded to the reinsurer 
through June 30, 2017, were $1.1 million which was 90% of total premiums of $1.2 million. 


Any crop insurance liability is paid to the producers within one year of occurrence; therefore, liabilities are not 
discounted. The fund has no excess insurance or annuity contracts. 


(2) Montana University System (MUS) Group Insurance Plan —This plan is authorized by the Regents and in 
Section 20-25-13, MCA. The Plan's purpose is to provide medical, dental, prescription drug, and related group benefits 
coverage to employees of the Montana University System and affiliates, as well as their dependents, retirees, and 
COBRA members. The MUS Group Benefits Plan is fully self-insured, except for life insurance, long-term care, long- 
term disability, and accidental death and dismemberment insurance. Delta Dental administers the dental plan, Blue 
Cross and Blue Shield of Montana administers the vision plan, and MedImpact is the administrator for the prescription 
drug program. Allegiance Benefit Plan Management, Blue Cross and Blue Shield of Montana, and Pacific Source are 
the three third-party claims administrators for the self-insured managed care plan. Allegiance Benefit Plan 
Management, Blue Cross and Blue Shield of Montana, and Pacific Source have contracts for utilization management. 
The utilization management program consists of hospital pre-authorization and medical necessity review as well as 
large case management. Premiums are collected from employees through payroll deductions and recorded in the MUS 
Group Insurance enterprise fund. The claims liability is calculated by Actuaries Northwest and estimated to be $10.0 
million as of June 30, 2017, based on prior year experience. A liability is reported in the accompanying financial 
statements for these estimated claims. 
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(3) Montana University System (MUS) Workers’ Compensation Program — This plan was formed to provide 
self-insured workers compensation coverage for employees of the MUS. The MUS Board of Regents provides 
workers’ compensation coverage under Compensation Plan Number One (Section 39-7-2101, MCA). The program 
is self-insured for workers’ compensation claims with losses in excess of $750.0 thousand per occurrence ($500.0 
thousand for claims occurring prior to July 1, 2013) and $1.0 million per aircraft occurrence covered by reinsurance 
with a commercial carrier. Employer’s liability claims are covered to a maximum of $1.0 million above the self- 
insured amount of $750.0 thousand ($500.0 thousand for claims occurring prior to July 1, 2013). During fiscal year 
2017, the program ceded $314.3 thousand in premiums to reinsurers. 


Premium rates for all participating campuses are established by the MUS Workers’ Compensation Program Committee 
based on actuarial calculations of premium need and composite premium rate. Premium rates are adjusted periodically 
based on inflation, claims experience, and other factors. Premiums are recorded as revenue in the MUS Workers’ 
Compensation Program in the period for which coverage is provided. Members may be subject to supplemental 
assessments in the event of deficiencies. The program considers anticipated investment income in determining if a 
premium deficiency exists. 


The fund recorded a liability of $7.3 million for estimated claims at June 30, 2017. The liability is based on the 
estimated ultimate cost of settling the reported and unreported claims, claims reserve development including the 
effects of inflation, and other societal and economic factors. Estimated amounts of subrogation and reinsurance 
recoverable on unpaid claims are deducted from the liability for unpaid claims. Estimated claims liabilities are 
recomputed periodically based on current review of claims information, experience with similar claims, and other 
factors. Adjustments to estimated claims liabilities are recorded as an increase or decrease in claims expense in the 
period the adjustments are made. 


(4) Subsequent Injury — The purpose of the Subsequent Injury Fund (SIF) is to assist individuals with a permanent 
impairment that may create an obstacle to employment by offering a financial incentive to employers to hire SIF- 
certified individuals. The program is funded through an annual assessment on Montana self-insured employers and a 
surcharge on premium for private insured and Montana State Fund policyholders. 


The assessment and surcharge rates are set by the Employment Relations Division of the Department of Labor and 
Industry annually. The rates are based on the total amount of paid losses reimbursed by SIF in the preceding calendar 
year, plus the expenses of administration, less other income earned. Employers covered by Plans 1, 2 and 3 share in 
the reimbursement of SIF based on the percentage of the compensation and medical benefits paid in Montana by their 
insurers in the preceding calendar year. 


The SIF program reduces the liability of the employer (if self-insured) or insurer by placing a limit of 104 weeks on 
the amount an employer (if self-insured), or the employer’s insurer, will have to pay for medical and wage loss benefits 
in the event a worker who is SIF-certified becomes injured or re-injured on the job. SIF will assume liability for the 
claim when the 104 weeks is reached. The benefit to an insured employer is that the insurer’s liability is limited to 
104 weeks on the claim. This can favorably impact the employer’s modification factor, which in turn can keep 
premiums lower than would otherwise be the case without SIF. For a self-insured employer, it provides a direct 
recovery of expenses paid for a workers’ compensation claim. Ifa certified worker does become injured on the job, 
the worker remains entitled to all benefits due under the Workers’ Compensation Act. 


An estimated liability is recorded based on a projected cost analysis and total population of registered SIF participants. 
As of June 30, 2017, the amount of this liability was estimated to be $2.9 million. 


(5) Changes in Claims Liabilities for the Past Two Years — As indicated above, these funds establish liabilities for 
both reported and unreported insured events including estimates of future payments of losses and related claim 
adjustment expenses. The following tables present changes (in thousands) in those aggregate liabilities during the past 
two years. All information in these tables is presented at face value and has not been discounted. 


MUS Group MUS Workers 
Hail Insurance Insurance Plan Compensation 
2017 2016 2017 2016 2017 2016 
Unpaid claims and claim adjustment 
expenses at beginning of year $ 134 $ 17 $ 9100 $ 7,300 $ 7,764 $ 8,289 


Incurred claims and claim 
adjustment expenses: 
provision for insured events 
of the current year 819 324 84,186 90,131 3,096 3,157 


Less excess insurance reimbursement (62) 
Increase (decrease) in provision for 
insured events of prior years 434 79 - - (1,368) (1,655) 
Total incurred claims and claim 
adjustment expenses 1,253 403 84,186 90,131 1,728 1,440 
Payments: 
Claims and claim adjustment 
expenses attributable to insured 
events of the current year (817) (189) (83,286) (88,331) (940) (598) 
Claims and claim adjustment 
expenses attributable to 
insured events of prior years (568) (97) : - (1,254) (1,367) 
Total payments (1,385) (286) (83,286) (88,331) (2,194) (1,965) 
Total unpaid claims and claim 
adjustment expenses at end of year $2 $ 134 $ 10,000 $ 9,100 $ 7,298 $ 7,764 


B. Entities Other Than Pools 


(1) Administration Insurance Plans — This self-insurance plan provides coverage for general liability, automobile 
liability, automobile physical damage, foster care liability, and state-administered foreclosure of housing units. The 
State self-insures the $2.0 million deductible per occurrence for most property insurance, as well as various deductible 
amounts for other State property. The State also self-insures against losses of property below $2.0 million of value, 
with state agencies paying the first $1.0 thousand. Commercial property insurance protects approximately $5.4 billion 
of state-owned buildings and contents. The State’s property insurance includes separate earthquake and flood 
protection coverage, with deductibles of $2.0 million for earthquake and $2.0 million for flood per occurrence. 
Premiums are collected from all state agencies, including component units, and recorded as revenue in the 
Administration Insurance Fund. 


An annual actuarial study, prepared by Towers Watson Company, and issued for the accident period July 1, 2007, 
through June 30, 2017, is the basis for estimating the liability for unpaid claims and is supported by historical loss 
data. As of June 30, 2017, estimated claims liability was $16.1 million. 


(2) Employee Group Benefits Plans — The medical and dental health plans provided by the State are fully self- 
insured with the State assuming the risk for claims incurred by employees of the State, elected officials, retirees, 
former employees covered by COBRA benefits, and their dependents. The State contracted with Allegiance as the 
third-party administrator for medical coverage. Delta Dental is the administrator for dental coverage. MedImpact 
was the administrator for the pharmacy program for the first six months of the fiscal year. The plan operates on a 
calendar year and the contract expired on December 31, 2016. Navitus replaced MedImpact as the administrator on 
January 1, 2017. Contributions are collected through payroll deductions, deductions through the Public Employees 
Retirement Administration, the Legislative Branch, and self-payments. The contributions are recorded as revenue in 
the Employee Group Benefits internal service fund. As of June 30, 2017, estimates for claims liabilities, which include 
both incurred but not reported claims and grandfathered claims resulting from a 1998 change in period for which the 
benefit coverage is available, as well as other actuarially determined liabilities, were $17.7 million as provided by 
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Actuaries Northwest, a consulting actuarial firm. In fiscal year 2018, $17.5 million of these claims liabilities are 
estimated to be paid. 


(3) State of Montana (Old Fund) — State of Montana (Old Fund) covers workers’ compensation claims that were 
incurred before July 1, 1990. Old Fund is a risk financing insurance entity; however, the participants within the pool 
are individuals outside of governmental entities. 


An actuarial study prepared by Towers Watson, as of June 30, 2017, estimated the cost of settling claims that have 
been reported, but not settled, and claims that have been incurred, but not reported. At June 30, 2017, $32.2 million 
of unpaid claims and claim adjustment expenses were reported at face value. 


(4) Changes in Claims Liabilities for the Past Two Years — These funds establish liabilities for both reported and 
incurred, but not reported, claims. Grandfathered claims are not included as they relate to future claims not yet 
incurred. The following table presents changes in the balances of claims liabilities during the past two fiscal years (in 
thousands). 


Administration Employers Group State of Montana 
Insurance Plans Benefits Plan Old Fund 
2017 2016 2017 2016 2017 2016 


Amount of claims liabilities at the 
beginning of each fiscal year $ 15,444 $16,953 $ 17,873 $ 18028 $ 38410 $ 41,597 


Incurred claims: 
Provision for insured events 


of the current year 4,786 5,343 159,835 163,115 - - 
Increase (decrease) in provision for 
insured events of prior years 17,592 (167) 518 (4,035) 1,554 5,707 
Total incurred claims 22,378 5,176 160,353 159,080 1,554 5,707 
Payments: 
Claims attributable to insured 
events of the current year (1,681) (1,737) (142,173) = (145,572) 
Claims attributable to 
insured events of prior years (20,087) (4,948) (18,357) (13,663) (7,752) (8,894) 
Total payments (21,768) (6,685) (160,530) (159,235) (7,752) (8,894) 


Total claims liability at end of 
each fiscal year $ 16,054 $ 15444 $ 17,696 $ 17,873 $ 32,212 $ 38,410 


NOTE9. COMMITMENTS 
A. Highway Construction 


At June 30, 2017, the Department of Transportation had contractual commitments of approximately $204.2 million 
for construction of various highway projects. Funding for these highway projects is to be provided from federal 
grants and matched with state special revenue funds. 


B. Capital Construction 


At June 30, 2017, the Department of Administration, Architecture & Engineering Division, had commitments of 
approximately $45.3 million for capital projects construction. The primary government will fund $9.9 million of 
these projects, with the remaining $35.4 million funding coming from the Montana University System. 


At June 30, 2017, Fish, Wildlife, and Parks (FWP) had contractual commitments of approximately $1.8 million for 
engineering and construction of various capital projects. The majority of the funding for these projects is to be 
provided by federal grants and state special revenue funds. 


C. Loan and Mortgage Commitments 


The Montana Board of Investments (BOI) makes firm commitments to fund commercial loans and Veterans’ Home 
Loan Mortgages (VHLM) from the Coal Severance Tax Fund. These commitments have expiration dates and may 
be extended according to BOI policies. As of June 30, 2017, BOI had committed, but not yet purchased, $33.2 
million in loans from Montana lenders. In addition to the above commitments, lenders had reserved $828.0 thousand 
for loans as of June 30, 2017. As of June 30, 2017, $656.0 thousand represented lender reservations for the VHLM 
residential mortgage purchases with no purchase commitments. 


BOI makes reservations to fund mortgages from the State’s pension funds. As of June 30, 2017, there were no 
mortgage reservations. All BOI residential mortgage purchases are processed by the Montana Board of Housing 
(MBOH). MBOH does not differentiate between a mortgage reservation and a funding commitment. 


BOI makes firm commitments to fund loans from the INTERCAP loan program. BOI’s outstanding commitments 
to eligible Montana governments, as of June 30, 2017, totaled $30.0 million. 


D. Department of Corrections Bond Commitments 


At June 30, 2017, the outstanding tax-exempt bonds issued by the Facility Finance Authority were issued in the 
amount of $17.5 million of which $2.3 million in principal payments are scheduled to be paid by June 30, 
2018. These bonds have been issued to facilities operating treatment and prerelease centers. The Department of 
Corrections agrees to provide payment on behalf of the contractors for the total principal and interest regarding these 
outstanding bonds. 


E. Proprietary Fund Commitments 


Budgets are administratively established in the enterprise and internal service funds, excluding depreciation, 
compensated absences, and bad debt expense. Appropriations may be committed for goods/services that are not 
received as of fiscal year-end. These executory commitments are included in unrestricted net position in the 
accompanying financial statements as follows (in thousands): 
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Enterprise Funds Amount 
Liquor Warehouse $ 99 
Prison Industries 58 
West Yellowstone Air 144 
Subtotal - Enterprise funds $301 


Internal Service Funds 


Buildings & Grounds $ 2 
Information Technology Services 50 
Labor Central Services 228 
Prison Industries 274 
Subtotal - Internal Service funds $554 


F. Encumbrances 


As of June 30, 2017, the State of Montana encumbered expenditures as presented in the table below (in thousands): 


Nonmajor 
Federal Special Governmental State Special 
Revenue Fund _ General Fund Funds Revenue Fund Total 


Encumbrances $28,579 $11,355 $272 $59,635 $99,841 
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NOTE 10. LEASES/INSTALLMENT PURCHASES PAYABLE 


The State has entered into various capital and operating leases for land, buildings, equipment, and computer 
software. Lease contracts are required by law to contain a clause indicating continuation of the lease is subject to 
funding by the Legislature. It is expected, in the normal course of operations, that most of these leases will be 


replaced by similar leases. 


A. Capital Leases/Installment Purchases 


Obligations under capital leases/installment purchases at June 30, 2017, were as follows (in thousands): 


Fiscal Year Governmental Business-Type 
Ending June 30 Activities Activities 
2018 $1,901 $209 
2019 1,622 208 
2020 1,382 18 
2021 1,019 - 
2022 512 
2023-2027 446 - 
Total minimum payments 6,882 435 
Less: interest (345) (20) 
Present value of 
minimum payments $6,537 $415 


Assets acquired under capital leases for the primary government by asset class were as follows (in thousands): 


Asset Class 

Buildings $ 1,596 
Equipment 11,524 
Less: Accum Depreciation (4,771) 
Net Book Value $ 8,349 


B. Operating Leases 


Primary government rental payments for operating leases in fiscal year 2017 totaled $28.5 million. Future rental 


payments under operating leases are as follows (in thousands): 


Fiscal Year Governmental Business-Type 
Ending June 30 Activities Activities 
2018 $ 26,428 $ 936 
2019 22,763 937 
2020 18,049 588 
2021 13,208 338 
2022 12,402 319 
2023-2027 40,827 1,389 
2028-2032 18,866 - 
Thereafter 11,196 - 
Total future rental payments $163,739 $4,507 
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NOTE 11. STATE DEBT 
A. General Information 


The State has no constitutional limit on its power to issue obligations or incur debt, other than a provision that no debt 
may be created to cover deficits incurred because appropriations exceeded anticipated revenues. No State debt shall 
be created unless authorized by a two-thirds vote of the members of each house of the Legislature or a majority of the 
electors voting thereon. The Board of Examiners (consisting of the Governor, Secretary of State, and Attorney 
General) is authorized, pursuant to various enabling acts, to issue bonds and notes of the State. 


B. Short-term Debt 


The Board of Examiners, upon recommendation of the Department of Administration, may issue notes in anticipation 
of the receipt of taxes and revenues. Notes may not be issued to refund outstanding notes. 


During fiscal year 2017, the State issued one bond anticipation note. The proceeds of Coal Severance Tax - 2016E 
will be used to fund water and wastewater system improvements and rehabilitation. As of June 30, 2017, three bond 
anticipation notes; Drinking Water - 2016D, Water/Wastewater - 2017B, and Drinking Water - 2017C have been 
authorized, but not issued and no funds have been drawn. The State issued two bond anticipation notes during fiscal 
year 2015, and one bond anticipation note during fiscal year 2016, all of which were paid off during fiscal year 2017. 
Three bond anticipation notes that were issued in fiscal year 2016 are still active at the end of fiscal year 2017. The 
following schedule summarizes the activity for the year ended June 30, 2017 (in thousands): 


Beginning Ending 
Balance Additions Reductions Balance 

BANS 
Coal Severance Tax — 2014A (1) $ 300 $ $ 300 $ - 
Drinking Water — 2014A 1,065 - 1,065 - 
Coal Severance Tax — 2015A (2) 2,605 495 1,850 1,250 
Drinking Water - 2015B 900 1,100 460 1,540 
Water/Wastewater — 2016C (3) - 2,000 1,175 825 
Coal Severance Tax — 2016E (3) - 1,034 - 1,034 
Coal Tax Trust Fund — 2016 1,207 7,272 8,479 - 


(1) Listed as Water / Wastewater — 2014A in prior fiscal year. 
(2) Listed as Water / Wastewater — 2015A in prior fiscal year. 


(3) These bond anticipation notes have not been fully drawn at fiscal year-end. 


The Board of Investments (BOI) of the State is authorized to issue Intermediate Term Capital (INTERCAP) bonds 
under the Municipal Finance Consolidation Act. These bonds may not aggregate more than $190.0 million as amended 
by the 2007 Legislature. The purpose of the bonds is to provide funds for BOI to make loans to eligible government 
units. The bonds are not a debt or liability of the State. The bonds are limited obligations of BOI, payable solely from 
(1) repayments of principal and interest on loans made by BOI to participating eligible governmental units, (2) 
investment income under the indenture, and (3) an irrevocable pledge by BOI. BOI has no taxing power. The bonds 
may be redeemed, at the bondholder's option, any March 1, prior to maturity. BOI did not enter into an arms-length 
financing agreement to convert the bonds "put," or tender, and were not resold into some other form of long-term 
obligation. Accordingly, these bonds, considered demand bonds, are included in short-term debt. The amounts issued 
and outstanding at June 30, 2017, were as follows (in thousands): 


The following schedule summarizes the activity relating to the demand bonds during the year ended June 30, 2017 (in 


thousands): 


Demand bonds 


Amount Balance 
Series Issued June 30, 2017 

1998 12,500 $ 2,600 
2000 15,000 14,255 
2003 15,000 14,330 
2004 18,500 18,000 
2007 15,000 14,725 
2010 12,000 11,975 
2013 12,000 11,995 
2017 ~=20,000 20,000 
$107,880 


Beginning Additions Reductions Ending 
Balance Balance 
$97,340 $20,000 $9,460 $107,880 
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C. Long-term Debt 


The full faith, credit, and taxing powers of the State are pledged for the payment of all general obligation debt. Revenue 
and mortgage bonds are secured by a pledge from the facilities to which they relate and by certain other revenues, 
fees, and assets of the State and the various colleges and universities. Primary government bonds and notes outstanding 
at June 30, 2017, were as follows (in thousands): 


Principal Payments 


Fiscal Balance 
Amount Interest Year In Year of June 30, 

Governmental Activities Series Issued Range (%) (1) 2018 Maturity (2) 2017 
General obligation bonds 
Hard Rock Mining Reclamation 2002C $ 2,500 35-47 $ 150 200 (2023) $ 1,050 
CERCLA Program (6) 2005D 2,000 3.25-4.3 105 140 (2026) 1,085 
Drinking Water Revolving Fund (3) 2005F 3,875 4.0-4.75 655 165 (2019) 820 
Energy Conservation Program (5) 2006B 3,750 4.0-6.0 280 330 (2022) 1,530 
Long-Range Bldg Program Refunding 2007A 16,740 4.25-5.0 2,465 2,465 (2018) 2,465 
Long-Range Bldg Program 2008D 3,100 3.375-4.35 140 220 (2028) 1,930 
Long-Range Bldg Program Refunding 2010A 20,220 2.0-4.0 640 710 (2021) 2,690 
Drinking Water Revolving Fund Refunding (3) 2010B 5,400 2.0-4.0 475 110 (2026) 2,720 
Trust Land (Taxable) 2010F 21,000 1.55-4.9 915 1,450 (2031) 16,090 
Long-Range Bldg Program 2010G 550 1.5-2.7 55 60 (2021) 235 
Renewable Resource Program (Taxable) (4) 2010H 1,000 1.0-3.85 105 70 (2021) 395 
Long-Range Bldg Program Refunding 2011D 5,755 3.0 -3.25 610 720 (2023) 3,970 
Long-Range Bldg Program Refunding 2013C 6,780 2.0-4.0 610 115 (2025) 4,925 
Water Pollution Control Revolving Fund (Taxable)(3) 2013D 1,035 0.4-3.7 100 120 (2024) 755 
Water Pollution Control Revolving Fund (3) 2013E 5,000 2.0-3.0 490 575 (2024) 3,700 
Long-Range Bldg Program Refunding 2014 28,810 1.5-5.0 2,510 820 (2028) 24,040 
Long-Range Bldg Program Refunding 2015A 9,340 2.0-4.0 2,890 1,260 (2020) 6,530 
Water Pollution Control Revolving Fund (3) 2015C 24,365 3.0-5.0 805 1,860 (2036) 23,695 

Total general obligation bonds $ 161,220 $ 14,000 $ 98,625 
Special revenue bonds 
State Hospital Project (7) 1997 $ 25,915 40-5.05 $ 1,495 1,820 (2022) $ 8,270 
Renewable Resource Program (8) 2003A 3,000 1.05-4.05 165 215 (2024) 1,320 
Broadwater Power Project Refunding (8) 2010A 10,180 3.0-4.0 1,605 1,605 (2018) 1,605 
Renewable Resource Program (8) 2010B 1,730 2.0-3.6 75 115 (2031) 1,300 
Renewable Resource Program (Taxable) (8) 2010C 6,720 0.9-4.2 365 170 (2031) 4,680 
U.S. Highway 93 GARVEE (9) 2012 50,915 0.9-1.9 10,155 = 11,040 (2020) 31,785 
Renewable Resource Program (8) 2013A 2,255 2.0-3.625 135 185 (2029) 1,870 
Renewable Resource Program (Taxable) (8) 2013B 3,390 1.0-4.75 195 290 (2029) 2,815 
U.S. Highway 93 GARVEE Refunding (9) 2016 22,540 0.74-1.86 2,925 3,740 (2023) 19,905 


Total special revenue bonds $ 126,645 $17,115 $ 73,550 


Amount Interest Fiscal Year In Year of Balance 

Governmental Activities Issued Range (%) (1) 2018 Maturity (2) June 30, 2017 
Notes Payable 
Middle Creek Dam Project (10) $ 3,272 8.125 $ 85 226 (2034) $ 2,119 
Tongue River Dam Project (11) 11,300 - 290 290 (2038) 6,085 
ITSD Software Licenses 1,004 3.44 335 335 (2018) 335 
ITSD Software Licenses 2,890 2.41 971 494 (2019) 1,465 

Total notes payable $ 18,466 $ 1,681 $ 10,004 

Subtotal governmental activities, 

before unamortized balances 182,179 

Unamortized discount (9) 

Unamortized premium 11,202 
Total governmental activities $ 306,331 $ 32,796 $193,372 


Principal Payments 


The interest range is over the life of the obligation. 
Year of maturity refers to fiscal year. 


These bonds provide matching funds to enable the State to obtain capitalization grants from the U.S Environmental Protection Agency for water system 
development loans to state political subdivisions. 


The general obligation Renewable Resource Program Bonds are secured additionally by a pledge of, and payable from, certain coal severance taxes. The 
bonds are also secured by a pledge of loan repayments from loans made from the bond proceeds. 


Bonds issued for financing the design, construction, and installation of energy conservation projects at various state buildings. 


The CERCLA (Comprehensive Environmental Response, Compensation, and Liability Act) Program Bonds were issued for the purpose of financing the 
costs of State of Montana participation in the remedial actions under Section 104 of the CERCLA 42 United States Code Sections 9601-9657, and State 
of Montana costs for maintenance of sites under CERCLA. The CERCLA Bonds are secured additionally by a pledge of monies received by the State as 
cost recovery payments and revenues derived from the resource indemnity and groundwater assessment tax in the event cost recovery payments are 
insufficient. 


Facility Finance Authority loan to the Department of Public Health and Human Services for the Montana State Hospital Project. 
Issued by the Department of Natural Resources and Conservation and backed by a pledge of coal severance taxes and project revenues. 


The U.S. Highway 93 GARVEES (Grant Anticipation Revenue Vehicles) Bonds were issued for the purpose of improving a 44.8-mile stretch of U.S. Highway 
93. Repayment of the bonds is secured by a pledge of certain federal aid revenues. 


U.S. Bureau of Reclamation loan to the Department of Natural Resources & Conservation. 


Northern Cheyenne Tribe loan to the Department of Natural Resources & Conservation. The loan will not accrue interest and will be repaid over 39 
years. Loan repayment is secured by the issuance of a coal severance tax bond to the tribe. 


D. Debt Service Requirements 


Primary government debt service requirements at June 30, 2017, were as follows (in thousands): 


Governmental Activities 


General Obligation Bonds _ Special Revenue Bonds Notes Payable 
Year Ended 
June 30 Principal Interest Principal Interest Principal _Interest 
2018 $ 14,000 $ 3,783 $ 17,115 $ 2,875 $ 1,681 $ 79 
2019 10,145 3,367 16,195 2,234 872 45 
2020 9,170 3,034 16,915 1,595 382 Al 
2021 8,120 2,735 6,160 947 385 Al 
2022 7,320 2,424 6,445 738 389 Al 
2023-2027 29,475 7,975 8,735 1,199 2,016 205 
2028-2032 13,465 3,196 1,985 145 2,155 205 
2033-2037 6,930 714 : : 1,834 82 
2038-2042 : : 290 : 


Total $ 98,625 $ 27,228 $ 73,550 $ 9,733 $ 10,004 $ 739 
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E. Summary of Changes in Long-term Liabilities 
Primary government long-term liability activities for the year ended June 30, 2017, were as follows (in thousands): 


Amounts Amounts 


Due Due In More 
Beginning Ending Within Than One 
Balance Additions Reductions Balance One Year Year 


Governmental activities 
Bonds/notes payable 


General obligation bonds $ 115,500 $ : $ 16,875 $ 98625 $ 14,000 $ 84,625 
Special revenue bonds 89,840 - 16,290 73,550 17,115 56,435 
Notes payable 11,643 - 1,639 10,004 1,681 8,323 
216,983 - 34,804 182,179 32,796 149,383 
Unamortized discount (11) 2 - (9) - (9) 
Unamortized premium 13,645 - 2,443 11,202 - 11,202 
Total bonds/notes payable (3) 230,617 2 37,247 193,372 32,796 160,576 
Other liabilities 
Lease/installment purchase payable 3,170 5,206 1,839 6,537 1,767 4,770 
Operating lease rent holiday 46 - 19 27 9 18 
Pension benefits payable 4 - - 4 2 2 
Compensated absences payable (1) 102,568 57,206 56,209 103,565 55,899 47,666 
Arbitrage rebate tax payable (1) 83 - - 83 - 83 
Estimated insurance claims (1) 71,727 184,285 190,050 65,962 29,044 36,918 
Pollution remediation 242,989 - 34,208 208,781 23,859 184,922 
Net pension liability 1,558,463 231,520 173 1,789,810 - 1,789,810 
OPEB implicit rate subsidy (2) 262,599 35,215 8,639 289,175 - 289,175 
Total other liabilities 2,241,649 513,432 291,137 2,463,944 110,580 2,353,364 
Total governmental activities 
long-term liabilities $2,472,266 $ 513,434 $ 328,384 $2,657,316 $ 143,376 $2,513,940 
Business-type activities 
Lease/installment purchase payable 600 1 186 415 195 220 
Compensated absences payable 2,075 1,021 1,049 2,047 1,044 1,003 
Arbitrage rebate tax payable 17 6 - 23 3 20 
Estimated insurance claims 20,347 87,167 87,272 20,242 13,658 6,584 
Net pension liability 10,750 3,556 13 14,293 - 14,293 
OPEB implicit rate subsidy (2) 4,650 641 159 5,132 - 5,132 
Total business-type activities 
long-term liabilities $ 38,439 $ 92,392 $ 88679 $ 42,152 $ 14,900 $ 27,252 


(1) The compensated absences liability attributable to the governmental activities will be liquidated by several of the governmental and internal 
service funds. The arbitrage rebate tax payable will be liquidated by debt service funds. The Employee Group Benefits and Administration 
Insurance internal service funds will liquidate the estimated insurance claims liability. 


(2) The OPEB plan allows retirees to participate, as a group, at a rate that does not cover all the related costs. This results in the reporting of an 
“implicit rate” subsidy on the related financial statements. While this liability is disclosed for financial purposes, it does not represent a legal 
liability of the State, or any of its component units. The OPEB beginning balance was restated due to correction of an error. 


(3) Deferred outflows, including those related to bonds payable, are reported separately on the Statement of Net Position based on GASB Statement 
No. 65, 


F. Refunded and Early Retired Debt 


Prepayments 

The Department of Natural Resources and Conservation (DNRC) used current available resources to make three 
prepayments: $155.0 thousand on Series 2006D resulting in a payoff, $900.0 thousand on Series 2010C resulting in a 
payoff, and $45.0 thousand on Series 2010H general obligation bonds. 


G. No-Commitment Debt 


Information is presented below for financing authorities participating in debt issues. The related debt issued does not 
constitute a debt, liability, obligation, or pledge of faith and credit of the State. Accordingly, these bonds and notes 
are not reflected on the accompanying financial statements. 


Montana Board of Investments (BOI) 

BOL is authorized to issue Qualified Zone Academy Bonds (QZAB) under the Municipal Finance Consolidation Act, 
as conduit (no commitment) debt. The revenues, and in some cases, the taxing power of the borrower are pledged to 
repay the bonds. At June 30, 2017, QZAB debt outstanding aggregated $6.4 million. 


BOI is also authorized to issue Qualified School Construction Bonds (QSCB) under the Municipal Finance 
Consolidation Act, as conduit (no commitment) debt. The revenues of the borrower are pledged to repay the bonds. 
At June 30, 2017, QSCB debt outstanding aggregated $5.6 million. 


Beginning Farm Loan Program 

The Department of Agriculture is authorized to request issuance of bonds by BOI to finance projects for beginning 
farmers within the state, if it appears, after a properly noticed public hearing, that the project is in the public interest 
of the state. These non-recourse, industrial development revenue bonds do not constitute a debt, liability, or obligation 
of the State. The amount issued and outstanding at June 30, 2017, was as follows: Hershberger Project, outstanding 
$38.4 thousand. 


H. Estimated Pollution Remediation Obligation 


Estimated pollution remediation obligations are obligations to address the current or potential detrimental effects of 
existing pollution by participating in pollution remediation activities such as site assessments and cleanups. The 
estimates are derived using the expected cash flows method as well as technical estimates from record of decisions, 
consent decrees and/or settlement agreements. There may be factors influencing the estimates that are not known at 
this time. Prospective recoveries from other responsible parties may reduce the State’s obligation. 


The State’s estimated pollution remediation liability as of June 30, 2017, was $208.8 million. Of this liability, $13.5 
million resulted in settlement agreements to provide restoration of natural resources, water supplies and natural 
resource-based recreational opportunities up to the settlement amount; $188.2 million is based on decrees or 
settlements for remediation activities. Other estimated liabilities have been recorded for soil and PCB contamination, 
as well as removal of asbestos contamination. The estimated pollution remediation liability was recorded in 
compliance with accounting and reporting standards and does not constitute the State’s total acceptance of the liability 
or responsibility on these matters. 


I. Nonexchange Financial Guarantee 


BOI provides loan guarantees from the Coal Severance Tax Fund to the Facility Finance Authority (FFA). BOI 
exposure to bond issues, surety bonds, and designated loans of the FFA totaled $71.4 million as of June 30, 2017. 
FFA is a discretely presented component unit of the State of Montana. FFA guarantee requests are submitted to BOI 
for review and approval. BOI’s participation, either duration or any other consideration, to either purchase bonds or 
loans or to lend money for deposit into FFA’s statutorily allowed capital reserve account is explicitly limited by statute 
which requires BOI to act prudently. The guarantee requests from FFA pertain to bonds issued by FFA with a term 
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of up to 40 years. BOI and FFA have entered into an agreement detailing repayment to BOI. BOI has not had to 
perform on any loan guarantee in the past. 


The following schedule summarizes the activity related to the non-exchange financial guarantee during the year ended 
June 30, 2017 (in thousands): 


Beginning Additions Reductions Ending 
Balance Balance 


$79,875 $32,905 $41,364 $71,416 
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NOTE 12. INTERFUND BALANCES AND TRANSFERS 
A. Balances Due From/To Other Funds 


Balances due from/to other funds arise when there is a time lag between the dates that reimbursable expenditures 
and interfund services provided/used are recorded in the accounting system, and the dates on which payments are 
made. Balances also arise when there is a time lag between the dates that transfers between funds are recorded, and 
the dates on which payments are made. Balances due from/to other funds also include the current portion of balances 
related to amounts loaned by the Economic Development Bonds Fund to other funds, under the Board of 
Investments INTERCAP loan program. Balances due from/to other funds are expected to be repaid within one year 
from origination. 


Balances due from/to other funds at June 30, 2017, consisted of the following (in thousands): 


Due to Other Funds 
Coal Federal Internal = Nonmajor Nonmajor State 
Severance Special General Service Enterprise Governmental Special 

Tax Revenue _Fund Funds _ Funds (3) Funds Revenue Total 
Due from Other Funds 
Coal Severance Tax $- $ - $- $ - $  - $ 13 rn re 
Economic Development Bonds - - : 1,806 - 103 608 2,517 
Federal Special Revenue - : 3 - - : 72 75 
General Fund - 2,613 - 23 13,230 - 12,889 28,755 
Internal Service Funds 32 - - - - : - 32 
Nonmajor Governmental (1) - - 190 - - : 88 278 
State Special Revenue (2) - 11,805 76 3 - 486 : 12,370 

Total $ 32 $14,418 $269 $1,832 $13,230 $ 602 $13,657 $44,040 


(1) Total due from other funds to the non-major governmental funds on the financial statements is reported as $1.8 million. The 
difference of $1.5 million between the amount reported above of $278 thousand and the amount reported in the fund financial 
statements relates to long-term receivables. The receivables are reported on the fund financial statement and the long-term 
liabilities are reported on the government-wide statement. 


(2) Total due from other funds to the state special revenue fund on the fund financial statement is reported as $20.9 million. The 
difference of $8.5 million between the amount reported above of $12.4 million and the amount reported in the fund financial 
statement relates to long-term receivables. The receivables are reported on the fund financial statement and the long-term 
liabilities are reported on the government-wide statement. 


(3) Total due to other funds from the non-major enterprise funds on the fund financial statement is reported as $13.5 million. The 
difference of $313.3 thousand between the amount reported above of $13.2 million and the amount reported on the fund 
financial statement relates to loans payable. The receivables are reported on the government-wide and the liabilities are reported 
on the fund financial statement. 
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B. Interfund Loans Receivable/Payable 
Montana statutes include a provision for interfund loans when the expenditure of an appropriation is necessary and 
the cash balance in the account from which the appropriation was made is insufficient to pay the expenditure. 


Interfund loans receivable/payable are expected to be repaid within one year from the date of origination. 


Interfund loans receivable/payable at June 30, 2017, consisted of the following (in thousands): 


Interfund Loans Payable 


Coal Federal Internal Nonmajor State 
Severance Special Service Governmental Special © Unemployment 
Tax Revenue Funds Funds Revenue Insurance Total 


Interfund Loans Receivable 
General Fund $1,677 $109,466 $ - $277 $11,624 $ - $123,044 


Internal Service Funds 211 - - 211 
State Special Revenue - 54,695 3 - - 75 54,773 
Total $1,677 $164,372 $3 $277 $11,624 $75 $178,028 


C. Advances To/From Other Funds 

Advances to/from other funds represent the portion of interfund loans that are not expected to be repaid within one 
year from the date of origination. Advances to/from other funds also include the noncurrent portion of balances 
related to amounts loaned by the Economic Development Bonds Fund to other funds, under the Board of 
Investments INTERCAP loan program. For more information on the INTERCAP loan program, refer to Note 11. 


Advances to/from other funds at June 30, 2017, consisted of the following (in thousands): 


Advances from Other Funds 


Federal —_ Internal Nonmajor State 

Special Service Governmental Special 

Revenue Funds Funds Revenue Total 
Advances to Other Funds 
Coal Severance Tax $ - $$ - $3996 $ - $ 3,996 
Economic Development Bonds - 5,897 4,649 - 10,546 
General Fund 275 - - 251 526 
Nonmajor Governmental Funds - - - 9,767 9,767 
State Special Revenue 17,536 - 5,231 - 22,767 

Total $17,811 $5,897 $13,876 $10,018 $47,602 


Additional detail for certain advance balances at June 30, 2017, follows (in thousands): 


Advances from the Economic Development 
Bonds Fund under the INTERCAP Loan Program 


Department Balance 
Natural Resources and Conservation $ 4,649 
Transportation 5,897 


Total $10,546 


D. Interfund Transfers 


Routine transfers between funds are recorded to (1) transfer revenues from the fund legally required to receive the 
revenue to the fund authorized to expend the revenue, (2) transfer resources from the General Fund and special 
revenue funds to debt service funds to support principal and interest payments, (3) transfer resources from enterprise 


funds to the General Fund to finance general government expenditures, and (4) provide operating subsidies. 


Interfund transfers for the year ended June 30, 2017, consisted of the following (in thousands): 


Transfers In 


Coal Federal Internal Nonmajor Nonmajor State 
Severance Special General Service Land Enterprise Governmental Special 
Tax Revenue Fund Funds Grant Funds Funds Revenue _ Total 
Transfers Out 
Coal Severance Tax $ - $ - $19,799 $ - $- $ - $1,164 $22,050 $43,013 
Federal Special Revenue - - 157 - - 15,684 13,088 28,929 
General Fund - 22 - 1,053 - - 12,621 31,641 45,337 
Internal Service Funds (1) - - - 296 - 65 160 22 543 
Land Grant - - 6 - - - 1,504 60,168 61,678 
Nonmajor Enterprise Funds (2) - 1 = 42,497 - - - - 6,664 49,162 
Nonmajor Governmental Funds 10 - 67 - - - 5,907 23,442 29,426 
State Special Revenue - 1,656 11,361 437 8 286 13,306 - 27,054 
Total $10 $1,679 $73,887 _ $1,786 $8 $351 $50,346 $157,075 $285,142 


(1) _ Total transfers-out for internal service funds on the fund financial statements is reported as $1.0 million. The difference of $463.2 thousand 
between the amount reported above of $543.0 thousand and the amount reported on the fund financial statements relates to the transfer of 
capital assets between a governmental fund type and the internal service fund type. When capital assets are transferred between these fund 
types, the transferring fund reports the net book value of the capital asset as a transfer-out, and the receiving fund reports the net book value 
of the capital asset as a capital contribution. 


(2) Total transfers-out for nonmajor enterprise funds on the fund financial statements is reported as $49.2 million. The difference of $6.4 thousand 
between the amount reported above of $49.2 million and the amount reported on the fund financial statements relates to the transfer of capital 
assets between a governmental fund type and the nonmajor enterprise fund type. When capital assets are transferred between these fund 
types, the transferring fund reports the net book value of the capital asset as a transfer-out, and the receiving fund reports the net book value 
of the capital asset as a capital contribution. 
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NOTE 13. FUND EQUITY DEFICITS 


The following funds have a deficit net position remaining at June 30, 2017, as follows (in thousands): 


Fund Type/Fund Deficit (1) 
Internal Service Funds 

Information Tech Services $(12,527) 
Admin Insurance (1,890) 
Print & Mail Services (452) 
Building and Grounds (582) 
Admin Central Services (1,792) 
Labor Central Services (6,457) 
Commerce Central Services (1,648) 
OPI Central Services (1,790) 
DEQ Indirect Cost Pool (4,239) 
Payroll Processing (2,293) 
Investment Division (2,186) 
Aircraft Operation (1,150) 
Justice Legal Services (503) 
Personnel Training (285) 
Debt Collection (61) 
Other Internal Services (389) 


Enterprise Fund 


State Lottery $ (2,390) 
Subsequent Injury (1,605) 
Secretary of State Business Services (482) 
Local Government Audits (37) 


(1) | The allocation of net pension and OPEB liabilities is a 
significant factor in creating these deficits. For more detail 
related to these liabilities, see Notes 6 and 7 respectively. 
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Governmental Fund Balance By Function, June 30, 2017 


(in thousands) 


Special Revenue Permanent 
Coal 
Severance Land 
General State Federal Tax Grant — Nonmajor Total 
Fund balances 
Nonspendable 
Inventory $ 3,065 $ 20,195 $ $ - § - § $ 23,260 
Permanent fund principal - 500 - 540,477 725,458 323,588 1,590,023 
Long-term notes/receivables 525 - - - - - 525 
Prepaid expense 4,106 381 47 - - 4,534 
Total nonspendable 7,696 21,076 47 540,477 725,458 323,588 1,618,342 
Restricted 
General government 1,671 - 4,778 6,449 
Transportation - 52,636 37 52,673 
Health and human services 2,266 1,469 13,045 16,780 
Natural resources - 692,113 - 10,286 702,399 
Public safety - 235,145 - 615 235,760 
Education 8,733 10,525 24 19,282 
Total restricted - 992,564 12,031 28,748 1,033,343 
Committed 
General government 113,813 - 553,774 50,084 717,671 
Transportation - 6,201 - 6,201 
Health and human services - 34,173 34,173 
Natural resources - 350,189 35,535 385,724 
Public safety - 46,352 46,352 
Education 16,306 - 16,306 
Total committed - 567,034 553,774 85,619 1,206,427 
Assigned 
General government 783 - 509 1,292 
Public safety - 892 892 
Encumbrance 11,355 - 11,355 
Total assigned 11,355 783 1,401 13,539 
Unassigned 47,933 - - - - 47,933 
Total fund balance $66,984 $1,581,457 $12,078 $1,094,251 $725,458 $439,356 $3,919,584 


(1) The 2017 Legislature projected $112.0 million of unassigned fund balance for fiscal year 2017. 


NOTE 15. RELATED PARTY TRANSACTIONS 


The Montana Board of Regents, which governs the Montana Guaranteed Student Loan Program (MGSLP), guarantees 
loans owned by the Montana Higher Education Student Assistance Corporation (MHESAC), a nonprofit corporation 
operating exclusively for the purpose of acquiring student loans. MHESAC has no employees. Its business operations 
are managed by the Student Assistance Foundation (SAF). Approximately 68.36%, or $745.5 million of MGSLP's 
outstanding loan volume is held by MHESAC. A Board of Regents board member is also on the board of MHESAC. 


The Department of Administration transitioned from a full member to an associate member of the Montana 
Association of Health Care Purchasers (MAHCP) effective January 1, 2016. This membership expired on December 
31, 2016. Associate membership does not require a membership fee, but no longer provides a seat on the board. DOA 
also paid $0.71 per pharmacy script to MAHCP for administration of the URx program, which includes the Ask-A- 
Pharmacist Program, for the period July 1, 2016, through December 31, 2016. The relationship with MAHCP was 
terminated as of January 1, 2017. 


The Montana School for the Deaf and Blind is associated with a foundation, which is a nonprofit organization outside 
of state government. The school’s foundation is governed by a board of directors that yearly approves a budget for the 
financial support to be provided to the school. This budget defines the allowable expense categories for the year. A 
school employee is the person approving the expenses to be paid by the foundation based on its budget. The employee 
submits the approved invoices to the foundation’s bookkeeper, who then prepares the checks and submits them to a 
board member who reviews backup documentation and signs the checks. 


The Department of Labor and Industry Workforce Services Division rents space in Libby, MT from Mineral Plaza, 
LLC, in which one of the owners is Johnette Watkins, a local job service manager. The term of the lease is four years 
beginning July 1, 2013, and ending June 30, 2017. The annual lease amount is currently set at $21,330. 
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NOTE 16. CONTINGENCIES 
Litigation 


The State is party to legal proceedings, which normally occur in government operations. The legal proceedings are 
not, in the opinion of the State's legal counsel and the Department of Administration, likely to have a material adverse 
impact on the State's financial position, except where listed below. 


In State of Montana v. Philip Morris, Inc., No. CDV 97-306 (Mont. 1 Jud. Dist. Lewis & Clark County), the State of 
Montana filed various claims against six tobacco manufacturers seeking recovery of an unspecified amount of 
damages, penalties, and attorney’s fees. The lawsuit was resolved eventually through two settlements. The State first 
settled its claims against one of the manufacturers, Liggett & Meyers, Inc., for $1 million to be paid over a 20-year 
period. Next, Montana was among the Settling States that signed onto the 1998 Master Settlement Agreement (MSA) 
and settled its claims against the remaining manufacturers for a base settlement amount of $832 million payable over 
26 years. The base amount was augmented by $90 million in 1999, with the additional amount to be paid in equal 
installments over a 10-year period beginning in 2007 and ending in 2017. 


The settlement provides that the cigarette manufacturers may offset, against their payment in any year, certain amounts 
of money if it is found that the original settling manufacturers (known as OPMs) have lost more than 2% of their 
national market share to non-settling manufacturers (known as NPMs), and that the disadvantages imposed by the 
settlement were a “significant factor” in the market share loss. The settlement further provides that the offset, known 
as the “NPM adjustment,” may not be taken against the payments to any state that has enacted a “qualifying statute” 
and diligently enforced the statute during the year in question. Montana enacted such a qualifying statute in 1999, 
Section 16-11-401 to -404, MCA, and complimentary legislation in 2003, Section 16-11-501 to -512, MCA. 


In March 2006, a determination was made (pursuant to the settlement) that the OPMs had lost sufficient market share 
in 2003 to trigger an NPM adjustment analysis, and that disadvantages caused by the settlement were a significant 
factor in the market share loss. Similar findings have been made or agreed to for years 2004 through 2017. The State 
filed a motion in the Montana lawsuit seeking a declaration that it diligently enforced its qualifying statute during 
2003. The OPMs moved to compel arbitration of the question. The First Judicial District Court ordered arbitration, 
but was overruled on appeal to the Montana Supreme Court. Virtually all of the other Settling States filed similar 
motions or new actions in their various court systems preferring to litigate their diligent enforcement disputes in court 
rather than in the tobacco companies’ proposed nationwide arbitration. Montana was the only state to prevail on its 
argument against arbitration before its highest state court. Montana then successfully defended the favorable ruling 
from a petition for rehearing in Montana and ultimately a certiorari petition to the U.S. Supreme Court filed by tobacco 
companies which the Court rejected. 


Simultaneously, arbitration between the other Settling States and the tobacco companies commenced and proceeded 
to discovery. After the U.S. Supreme Court denied cert regarding Montana’s participation in the arbitration, the 
tobacco companies sought and received a stay of Montana’s litigation pending completion of the nationwide 
arbitration, effectively shutting Montana out of any opportunity for input or influence over standards for determining 
what constitutes “diligent enforcement,” and potentially subjecting Montana to whatever standards may ultimately 
result from the ongoing nationwide arbitration for lack of any alternative interpretative precedent. Thereafter, the 
Montana Supreme Court granted Montana’s writ for supervisory control, overturned the stay, and allowed the State’s 
district court action to proceed to discovery. 


The Montana litigation ended with entry of a stipulated consent decree on June 25, 2012, reflecting the tobacco 
companies’ determination after initial discovery that they would not contest Montana’s diligent enforcement during 
2003. In the nationwide arbitration, and as applied to Montana’s consent decree, a “no contest” determination for an 
individual state means that state would not participate in the NPM Adjustment for 2003, (i.e., as a “no contest” state 
Montana had no reduction to its annual OPM settlement payments for 2003). 


However, the “no contest” for 2003 has no precedential effect in any subsequent year for Montana or any other state’s 
case. Accordingly, Montana was not subject to the 2003 NPM Adjustment, but the consent decree specifically 


articulated that Defendants’ consent to its terms “is not a factual concession that Montana, in fact, did or did not 
diligently enforce the Montana Qualifying Statute in 2003 or any other year.” 


Despite Montana’s successful defense of its 2003 enforcement actions, no precedential protections exist, and the State 
remains vulnerable to further expected, litigation regarding its diligent enforcement in 2004-2017, for which years the 
OPMs have already received a determination that MSA terms were a “substantial factor” reducing their market share 
and triggering an NPM Adjustment analysis with the potential to reduce annual payments for those Settling States 
which failed to diligently enforce their statutes. 


Factual arguments exist to show that Montana enacted a qualifying statute within the meaning of the MSA, which was 
in full force and effect and diligently enforced during 2004-2016 and thereafter to date. However, legal and procedural 
uncertainties exist that make an adverse determination possible. An adverse determination on the diligent enforcement 
issue could result in the loss of some or all of the MSA annual payments to the State for years 2004-2017, which 
would be recouped through an offset of payments due to Montana in future years. The OPMs will assert claims for 
NPM adjustments for future years as well. The outcome of these claims is also uncertain. 


In 2015, certain Settling States and certain tobacco product manufacturers commenced multi-state arbitration of the 
issue of diligent enforcement for calendar year 2004. Montana is not a party to this arbitration. Montana filed a 
Declaratory Judgement action in March 2017, in the same docket in the First Judicial District, to determine the State’s 
diligent enforcement for calendar year 2004. Trial is currently set for June 2018. 


PPL v. Montana involves ownership of sections of riverbed on the Missouri, Clark Fork and Madison rivers. The case 
originated in 2003, when a group of parents of school age children sued PPL in Federal Court alleging that the 
company must pay rent for the use of state owned riverbeds to generate hydroelectric power. After the Federal Court 
dismissed the case for lack of jurisdiction, PPL filed an action in state district court seeking a declaration that the state 
could not charge them rent for use of the riverbeds at issue. The state intervened in the case and counterclaimed for a 
declaration that PPL and its co-plaintiffs unlawfully occupied state lands and must compensate the State land trust on 
behalf of its public beneficiaries for the use of those lands. The legal test for ownership of the riverbeds is whether 
the rivers at issue were navigable at the time of statehood. Based upon the historical record, the District Court granted 
the State summary judgment on the question of navigability and the case proceeded to trial on the issue of 
compensation for use of trust lands. In June of 2008, the Court issued its ruling and ordered that PPL owed the state 
almost $41 million for past use of the riverbeds. 


PPL appealed the decision to the Montana Supreme Court. The case was briefed and argued before the Court, and in 
March of 2010, the Montana Supreme Court issued a decision upholding the district court’s finding of navigability 
and determination of compensation. 


PPL appealed the case to the United States Supreme Court. The case was briefed and argued, and in February of 2012, 
the Court reversed the Montana Supreme Court’s decision. The United States Supreme Court concluded that the 
Montana courts had applied an incorrect legal standard for determining a river’s navigability. The Court clarified that 
navigability had to be determined on a segment-by-segment basis. The Court remanded the case for further 
proceedings, and the case currently is pending in the Montana First Judicial District, Lewis and Clark County, Judge 
Michael McMahon presiding. The cause number is CDV 2004-846. Additional detail is provided below as the case 
has been remanded to the United States District Court, District of Montana, Helena Division. 


The most obvious impact of the Supreme Court’s decision is that the State is no longer entitled to the $41 million 
judgment. The monetary amount that the State may be entitled to depends on the navigability of the rivers, which will 
have to be determined under the Supreme Court’s segment-by-segment approach. Going forward, the litigation will 
focus on applying the Supreme Court’s segmentation approach to determine the navigable reaches of the Madison, 
Clark Fork, and Missouri Rivers. At this stage, it is difficult to predict an outcome on this litigation. 


A less obvious financial impact is the bill of costs that PPL submitted to the district court following the remand. PPL 
requested that the district court tax the State of Montana with $1.2 million for PPL’s costs relating to the appellate 
proceedings. All but approximately $31,000 relate to premiums that PPL paid for a supersedeas bond in support of 
staying the $41 million judgment. In May 2012, the State filed its response to PPL’s bill of costs and agreed to costs 
for $31,263. However, the State moved the court to deny PPL’s request for costs related to the supersedeas bond. The 
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parties stipulated to hold this issue in abeyance until the court is able to rule on all remaining matters in the 
case. Counsel for the State has agreed to release the supersedeas bond. In the opinion of counsel, there are good legal 
arguments that support the State’s position that it should not be required to pay the supersedeas bond premiums; 
however, legal and procedural uncertainties exist that make an adverse determination reasonably possible. 


This case, also known as State of Montana v. Talen Montana, LLC et al. (Cause No. CV 16-35-H-DLC-JCL), was 
remanded to the United States District Court, District of Montana, Helena Division, and carries on with the Honorable 
Dana L. Christensen, United State Judge, assigned to further proceedings and entry of judgement. Several procedural 
motions have taken place since the prior fiscal year-end, but none that require the State to revise its earlier held opinion 
that no further potential liability to the State is expected relative to this action and no additional updates are necessary 
in regard to the outstanding litigation. 


Spoklie v. Montana Department of Fish, Wildlife and Parks (Spoklie), Sheridan County Docket No. 11013, is the final 
pending case challenging the constitutionality of Initiative Measure 143 (I-143), which banned the issuance of new 
licenses for game farms in Montana, prohibited the transfer of existing licenses, and prohibited game farm licenses 
from allowing the shooting of game farm animals on a game farm for a fee or other remuneration. The State moved 
for summary judgment and that motion is still pending. In the opinion of counsel, good defenses exist to all claims, 
and the possibility of an outcome adverse to the state is very remote. 


Spoklie is the last in a long line of cases that were filed after passage of I-143. The following cases have been 
concluded in favor of the state: Kafka v. Montana Department of Fish Wildlife, and Parks, Hill County Docket No. 
DV-02-059, Buhmann et al. v. State of Montana et al., Lewis and Clark Docket No. DV-2002-555, Royal Tine Ranch 
v. State, Flathead County Docket No. DV-02-606C, and Mesaros v. Department of Fish, Wildlife and Parks, Cascade 
County Docket No. BDV 03-0119. Wallace v. State of Montana, Ravalli County Docket No. 02-254, and Bowman 
v. Montana Fish, Wildlife and Parks, Fergus County Docket No. DV-2002-02, were previously dismissed without 
prejudice and have not been refiled. No other updates in relation to this pending action are known at this time. 


Diaz et al. v. Blue Cross and Blue Shield of Montana et al. (Diaz), was a lawsuit filed in the Montana First Judicial 
District Court, Lewis and Clark County, Cause No. BVD-2008-956, in October 2008, by plaintiffs Jeanette Diaz, Leah 
Hoffman-Bernhardt, and Rachel Laudon, individually, and on behalf of others similarly situated, naming Blue Cross 
and Blue Shield of Montana (BCBS), New West Health Services (New West), Montana Comprehensive Health 
Association, State of Montana (State) as defendants. The complaint alleges that the defendants have violated the made- 
whole laws of Montana and illegally given themselves subrogation rights. 


On June 12, 2009, Plaintiffs filed with the District court a motion for class certification. The District Court Judge 
denied Plaintiffs’ motion for class certification on December 16, 2009. Plaintiffs appealed this decision to the Montana 
Supreme Court. As part of the review of the underlying decision denying class certification, the Montana Supreme 
Court remanded the case to the District Court to determine the question of whether the made-whole laws, codified in 
Section 2-18-902 and 33-30-1102, MCA, apply to the various types of third-party administrators (TPAs) at issue in 
Diaz. The District Court held that these laws do not apply to TPAs. Plaintiffs appealed this decision. 


On December 21, 2011 the Supreme Court issued its decision, holding that the District Court abused its discretion in 
denying a class action and that BCBS and New West, as TPAs of the State’s health plan, are not subject to the made- 
whole laws as “insurers” under Section 2-18-901 to -902, MCA, or under a third party beneficiary theory. 


On June 20, 2012, the District Court ruled on the State’s summary judgment motion seeking an order from the court 
that the State has not violated the made-whole laws in the administration of its health plan. The court denied the 
State’s motion, ruling that the State is an insurer for the purposes of the made-whole laws and that it must conduct a 
made-whole analysis before exercising and subrogation/coordination of benefits rights. The State filed with the 
District Court a motion requesting that the court certify its decision to the Montana Supreme Court. The District Court 
granted the motion, and the Montana Supreme Court, over Plaintiffs’ objection, ultimately agreed in a November 27, 
2012, Order to hear this issue. The Plaintiffs also appealed to the Montana Supreme Court the District Court’s 
definition of the class action. 


On August 6, 2013, the Montana Supreme Court issued its opinion, affirming the Montana First Judicial District 
Court’s decision defining the class action to include only those State benefit plan members who had timely filed claims 
for covered benefits within eight years before the filing of the Plaintiffs’ complaint. 


On November 6, 2013, the Montana Supreme Court issued its opinion, affirming the District Court’s June 20, 2012, 
decision that the applicable made-whole laws apply to the State benefit plan. 


On September 8, 2014, the District Court issued an order ruling on several motions that the parties had filed. The 
principal rulings were: (i) the Court authorized Plaintiffs to proceed with additional discovery to determine if the class 
definition should be altered or amended; (ii) given its order to allow additional discovery, the Court held in abeyance 
its decision on the State’s Motion for Summary Judgment requesting that the class be limited to those who timely filed 
claims within the one-year filing restriction contained in the State’s policy; (iii) the Court granted the Plaintiffs’ 
motions asking the Court to require the State conform its health plans, procedures, notices and practices to comply 
with the Montana Supreme Court’s rulings in this case and to pay covered medical expenses, await the resolution of 
claims against liability carriers, and then conduct a made-whole determination before it can exercise subrogation or 
accept reimbursements from its members or providers; and (iv) the Court ordered the parties to develop a class notice 
to be sent to past and current plan members dated back to eight years before this suit was filed. The State and Plaintiffs’ 
counsel are currently working on the notice. 


On April 13, 2015, the District Court issued an Order on Interest to Be Paid, requiring the State to include in the 
payments ultimately made to class members' interest at the rate of 10% per annum. For claims arising before 
December 24, 2009, interest will begin 30 days following the Montana Supreme Court’s decision in Blue Cross and 
Blue Shield of Montana, Inc. v. Montana State Auditor. For any claims arising after December 24, 2009, interest will 
begin starting on the day the underlying medical expenses were incurred. 


On October 5, 2015, the Plaintiffs filed with the District Court a motion directing the State to pay attorney fees arising 
from the class action suit. On November 9, 2015, the District Court issued an order denying Plaintiffs’ motion for 
attorney fees. 


On December 14, 2015, the District Court issued an order certifying that its orders concerning interest and attorney 
fees were final for purposes of an appeal to the Montana Supreme Court. On January 12, 2016, the Plaintiffs filed a 
Notice of Appeal with the Montana Supreme Court, appealing the interest and attorney fee orders. 


Pursuant to the Montana Supreme Court’s mandatory mediation process, the parties reached a settlement on attorney 
fee payments; however, the parties did not reach agreement on the interest issue. On October 25, 2016, the Montana 
Supreme Court issued its ruling on the interest issue, finding that November 14, 2009, is the date that interest 
commences; and, for claims arising after November 14, 2009, interest will begin starting on the day the underlying 
medical expenses were incurred. 


As of June 30, 2016, the State booked an accrual of approximately $1.5 million, which includes a base payment plus 
interest consistent with the District Court’s April 13, 2015, order. Interest will be recalculated based on the Supreme 
Court's October 25, 2016, decision. 


On April 28, 2017, the District Court appointed a Special Master to consider and resolve issues regarding expanding 
the class to persons with unsubmitted claims; whether to include claims after 2009; whether the State must identify 
members from third party administrators other than Blue Cross/Blue Shield; whether, if at all, the State must reform 
its systematic practices; supervising the payment and notice process; which party or parties should pay the Special 
Master for her time and expenses; whether the District Court should approve a partial payment of attorney fees; setting 
a time frame for making claims; setting a time for ending the class action; determining payment of residual funds; and 
any other issues as necessary to facilitate the swift and equitable resolution of the case. The Special Master has held 
several hearings regarding these issues and a recommended decision is expected to be issued in early 2018. 


As of June 30, 2017, the State paid Plaintiffs $1.4 million in base payments plus interest. Since the case is ongoing, 
the State does not have sufficient information to determine the ultimate cost to the State. 
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Kohoutek, Inc. v. Montana involves a class action constitutional challenge to the state’s statute governing 
compensation for mandatory case-lot sales of liquor. Agency liquor stores are required by statute to provide an 8% 
discount to liquor licensees for sales of unbroken case-lots. Section 16-2-101(2)(b)(i)(B), MCA, provides for a 
weighted average discount ratio to offset for some or all of this mandatory case lot discount. The weighted average 
discount ratio is based on fiscal year 1994 sales. Plaintiffs contend that this provision, rooted in 1994 rather than 
based on actual sales, violates their rights to substantive due process and equal protection, and constitutes a taking. 


Plaintiffs filed a Complaint for Declaratory, Injunctive, and Class Relief on March 25, 2014, before the Eighth Judicial 
District Court, ADV-14-181. The District Court for the Eighth Judicial District granted class certification by Order 
dated August 21, 2014. The case has been bifurcated into two parts: constitutionality and damages. The Court heard 
oral argument on the Plaintiffs’ Motion for Partial Summary Judgment, addressing its constitutional claims, on January 
20, 2015, and will decide on that issue in the near future. 


On May 28, 2015, the District Court determined that Section 16-2-101(2)(b)(1i)(B), MCA, violated the plaintiffs’ 
rights to substantive due process and to equal protection of the law because the state has continued to use 1994 sales 
information to reimburse agency liquor stores for the mandatory case lot discounts. 


On August 2, 2016, District Judge Greg Pinski ruled the damages due to the class is $14.7 million. Further proceedings 
were held on December 2, 2016, to determine whether interest and attorney fees are due to the plaintiffs; as of this 
action, it was determined that $8.7 million would be awarded in attorney’s fees and $2.8 million in interest. Total 
judgement against the State is $26.2 million, but this amount has been stayed pending appeal to the Montana Supreme 
Court. 


Langford v. Bullock (Cause # 93-CV-46) is a civil rights case over conditions of confinement at Montana State Prison 
(MSP) in Deer Lodge, MT. The court imposed a consent decree against the department in 1994, with continued 
monitoring by the court until the Department is in fullcompliance. The consent decree obligates the State to come 
into full compliance with the Americans with Disabilities Act. Since about 2014, the department has assumed the 
additional responsibility to pay attorney’s fees for Plaintiffs’ counsel (ACLU), which have not been submitted since 
2008. Currently, the parties reached a Class Action Settlement signed February 14, 2017, which includes the 
Department's agreement to pay attorney’s fees. During settlement negotiations, the Class attorneys indicated they 
would be seeking in the neighborhood of $1.1 million in attorney’s fees for a period spanning from 2008 until close. 

The Department will contest that amount before the Court. That projected sum does not include the anticipated two- 

year monitoring period as well. At this time, the department cannot specify an anticipated amount of financial 

obligation. 


Disability Rights Montana v. Batista (Cause # CV-15-22) is a civil rights case filed by the ACLU of Montana on 
behalf of Plaintiff, alleging deliberate indifference in the provision of mental health care to seriously mentally ill 
inmates at MSP. The district court dismissed the case for failure to state a claim, which order has been appealed by 
Plaintiffs to the Ninth Circuit Court of Appeals. The department has exchanged settlement proposals and has met with 
the Plaintiffs and their counsel to discuss potential settlement. The Plaintiff's chances of success are fair, given the 
current political climate. Plaintiffs have made a number of unreasonable demands that would cost the Department 
millions of dollars and at least $800.0 thousand in attorney’s fees and undisclosed expert witness fees. At this time the 
department cannot specify an anticipated amount of financial obligation. 


Fisk v. Montana Department of Corrections, (Cause # ADV-2016-962): An employment case filed by a current 
employee at Montana State Prison, alleging discrimination by gender and military status. This matter is currently set 
for trial to begin January 19, 2018. The plaintiff is seeking over $800.0 thousand in monetary damages; if successful, 
a court would likely order an award of attorneys' fees as well. The plaintiff s chances of success are: poor to fair. 


The Public Employee Retirement Board (PERB) has one item of outstanding litigation in relation to the Sheriffs’ 
Retirement System (SRS). Refer to Note 6, section I for additional disclosure in relation to this legal proceeding. 


The Montana State Fund, a discretely presented component unit of the State, has two items of litigation in relation to 
their operations and underlying statutory authority governing the program. Refer to Note 18, section O for additional 
disclosure in relation to these legal proceedings. 


Federal Contingencies 


Food Distribution Program — The amount reported for Food Distribution programs (CFDA #10.555, #10.565, #10.567, 
#10.569, and #10.570) represents the dollar value of food commodities distributed to eligible recipients during the 
year. The U.S. Department of Agriculture provides the current value of the commodities used by the State to compute 
the amount reported. The amount of funds received to administer the program is also included in the reported 
amount. The State also distributes food commodities to other states in the western region of the United States, the 
value of which is excluded from the reported amounts. During fiscal year 2017, the State distributed $1.2 million of 
food commodities under CFDA #10.567 to other states. 


The State of Montana distributed $10.6 million in commodities in fiscal year 2017. The value at June 30, 2017, of 
commodities stored at the State’s warehouse is $1.7 million for which the State is liable in the event of loss. The State 
has insurance to cover this liability. 


Miscellaneous Contingencies 


Loan Enhancements — As of June 30, 2017, the Board of Investments (BOT) had provided loan guarantees from the 
Coal Severance Tax Permanent Fund to the Economic Development Bonds Fund and the Facility Finance Authority 
(a component unit of the State of Montana), totaling $179.3 million. The BOI’s exposure to bond issues of the 
Economic Development Bonds Fund was $107.9 million, while exposure to bond issues, surety bonds, and designated 
loans of the Facility Finance Authority was $71.4 million. The BOI has not been held responsible on any loan 
guarantee in the past. 


Gain Contingencies — Certain natural resource and corporate tax assessments are not reported on the State's financial 
statements because they are being protested administratively. As of June 30, 2017, the following assessments (by fund 
type) were outstanding (in thousands): 


Taxes General Fund 
Corporate Tax $37,071 


Collectability of these contingencies is dependent upon the decisions of the court, other authorities, or agreed upon 
settlements. The corporate tax assessments include material estimates that could result in a significant reduction of the 
tax assessed once actual numbers are provided. Interest related to corporate tax assessments is distributed to the 
General Fund and is included in the assessment total above. 


Loss Contingencies — Certain corporations have requested refunds that are not reported on the State’s financial 
statements as of June 30, 2017. The corporations have appealed the department’s decision to deny or adjust the refund. 
As of June 30, 2017, these include $6.5 million of General Fund corporate tax refunds. 


Certain companies have protested property taxes that have been included as revenue on the State’s financial statements 
as of June 30, 2017. As of June 30, 2017, these include $3.6 million of protested property taxes recorded in the 
General Fund and $4.1 million recorded in the State Special Revenue Fund. In addition, certain companies have 
appealed an additional $5.6 million in regular property taxes recorded in the General Fund on the State’s financial 
statements. 
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NOTE 17. SUBSEQUENT EVENTS 
Investment Related Issues 


During fiscal year 2017, Board of Investments (BOI) requested a 100% redemption in the amount of $174.0 million 
from one manager, pertaining to investments from Consolidated Asset Pension Pool (CAPP), Trust Funds Investment 
Pool (TFIP), and All Other Funds (AOF). Since June 30, 2017, redemptions in the amount of $67.6 million have been 
received. BOI is confident and it is understood that the full redemption would be received over a reasonable time 
period. 


Since June 30, 2017, BOI made additional commitments to fund loans from the INTERCAP loan program in the 
amount of $10.0 million. 


Since June 30, 2017, BOI has received recovery payments associated with the Structured Investment Vehicle (SIV) 
related assets in the amount of $1.7 million, representing $1.1 million of principal and $600.0 thousand of interest. 


Since June 30, 2017, BOI has committed an additional $490.0 million to alternative equity partnerships within CAPP, 
with allocations of $145.0 million within the Private Equity Asset Class, $145.0 million within the Natural Resource 
Asset Class and $200.0 million within the Real Estate Asset Class of CAPP. 


On August 1, 2017, BOI reallocated assets held within a small cap domestic equity fund to four of BOI’s existing 
small cap domestic equity managers. The transfer of securities and cash occurred within the Domestic Equity Asset 
Class of the CAPP. The approximate market value of the transition was $120.0 million. 


On August 22, 2017, BOI approved two Qualified Zone Academy Bonds (QZAB) loans in the amount of $1.4 million. 


As of August 22, 2017, BOI had approved an additional loan guarantees from the Coal Severance Tax Fund to Facility 
Finance Authority (FFA) totaling $15.0 million. BOI also approved an increase of $4.0 million to a previously 
approved $10.0 million commercial loan commitment. Since June 30, 2017, the BOI has received an additional $28.8 
million in loan reservations from Montana lenders. 


On August 30, 2017, BOI terminated one manager in the Domestic Equity Asset Class with the CAPP. A transition 
manager was hired to liquidate the portfolio and cash was transferred to BOI’s Cash Asset Class within the CAPP, 
which in turn purchased STIP. The approximate market value of the transition was $179.0 million. 


In November 2017, BOI reallocated assets held within an international small cap fund to three of BOI’s existing 
international small cap equity managers. The transfer of securities and cash occurred within the International Equity 
Pension Asset Class of CAPP. The approximate market value of the transition was $150.0 million. 


In November 2017, the Governor called the Montana legislature into special session to address a significant budget 
shortfall in the State’s General Fund. Senate Bill 4 was passed into law and directs BOI to apply a 3% charge against 
the average total investments of the State Fund in excess of $1.0 billion providing certain conditions are met. BOI is 
directed to transfer money from this charge on or before April 1, 2018, and April 1, 2019, to the State’s Fire 
Suppression Fund. BOI is not providing additional investment services in making the transfer as required by the Act. 
Additional information about the special session is provided below. 


In December 2017, two new managers were hired in the High Yield Pension Asset Class. Each manager was funded 
with $50.0 million. 


Other Subsequent Events 
On July 23, 2017 and August 11, 2017, Governor Bullock declared a fire emergency in the state. The governor issued 


an executive order announcing Montana to be in a state of disaster on September 1, 2017. As of October 26, 2017, 
State’s estimated fire costs for the calendar year fire season was approximately $71.7 million. 


Senate Bill 261 (SB 261), passed during the 2017 Legislative Session, contained requirements for the Department of 
Administration to determine, by August 15, 2017, the unaudited revenue for the General Fund and compare this to 
estimates approved by the Legislature. The bill also cut spending authority for fiscal year 2018 should the unaudited 
revenue balance fall below $2.216 billion at five different intervals. As General Fund revenue was less than any 
threshold provided within the legislation, cuts and transfers to the General Fund totaling $97.0 million were 
implemented. Additionally, SB 261 created the Budget Stabilization Reserve Fund, Montana’s first formal “Rainy 
Day” fund. Although, due to actual revenues being less than estimated by the 65th Legislature, for the fiscal year 
ended June 30, 2017, no deposits were made to the Budget Stabilization Reserve Fund. 


On September 18, 2017, the Board of Examiners approved the issuance of a $1.0 million General Obligation 
Renewable Resource Program Bond, Taxable Series 2017A, $3.4 million General Obligation Bond Anticipation 
Notes, Taxable Series 2018B, for the Drinking Water Revolving Fund Program, and $3.1 million in General 
Obligation Bond Anticipation Notes, Taxable Series 2018C, for the Water Pollution Control State Revolving Fund 
Program. 


Effective October 1, 2017 the loan servicing portion of the Montana Guaranteed Student Loan Program (MGSLP) 
was transferred to a federally approved national education loan servicing provider. This transfer was approved by the 
Montana Board of Regents in May 2017. The program will continue to offer other student financial aid-related 
activities for the benefit of Montana students as determined by the Montana Board of Regents. After the transfer of 
the loan servicing portion, MGSLP will be required to return the Federal Student Loan Reserve Fund to the US 
Department of Education. As of September 30, 2017, the amount of the return was $6.6 million. 


On October 24, 2017, Galen Hollenbaugh was appointed as the new Commissioner of the Department of Labor and 
Industry. 


On November 6, 2017, Governor Bullock called for a special session of the Legislature to address an anticipated 
$228.2 million General Fund deficit balance for the budget period ended June 30, 2019. The session was held from 
November 13 through 16, 2017. The Legislature approved revenue proposals estimated to generate an additional 
$44.7 million in revenue and $95.2 million in fund transfers and other legislation. In coordination with this, on 
November 14, 2017, the Governor enacted $76.7 million in expenditure cuts under the authority granted by 17-7-140, 
MCA. 


On January 22, 2018, a group of Montana State Fund (MSF) policyholders filed suit against the State, MSF and the 
Board of Investments (BOI), in Lake County District Court, in an effort to prevent BOI from charging a 3% 
management fee on any single investor whose average portfolio balance held by BOI is greater than $1.0 billion. This 
fee was implemented as part of the revenue enhancements passed during the Legislative Special Session disclosed 
above. 
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NOTE 18. COMPONENT UNITS 
A. Condensed Financial Statements 


Below are the condensed financial statements of the component units for the State of Montana as of June 30, 2017 (in 


thousands): 
Condensed Statement of Net Position 
Component Units 
Montana Facility Montana Montana University Total 
Boardof Finance State State of Component 
Housing Authority Fund(1) University Montana Units 
Assets: 
Cash, investments and other assets $609,471 $5,582 $1,650,567 $614,260 $504,086 $3,383,966 
Due from primary government - - - 640 1,042 1,682 
Due from component units - - - 49 222 271 
Capital assets (net) (Note 18C) 2 - 27,687 478,466 381,392 887,547 
Total assets 609,473 5,582 1,678,254 1,093,415 886,742 4,273,466 
Deferred Outflows of Resources 752 43 3,407 35,478 27,283 66,963 
Liabilities: 
Accounts payable and other liabilities 6,937 12 126,100 69,431 54,638 257,118 
Due to primary government - - 2,221 1,930 4,151 
Due to component units - - - 222 49 271 
Advances from primary government - - 18,573 20,617 39,190 
Long-term liabilities (Note 181) 449,953 342 1,030,179 373,602 275,378 2,129,454 
Total liabilities 456,890 354 1,156,279 464,049 352,612 2,430,184 
Deferred Inflows of Resources 7 1 78 1,229 1,162 2,477 
Net Position: 
Net investment in capital assets 2 - 27,687 305,890 264,065 597,644 
Restricted 153,326 - - 310,969 337,255 801,550 
Unrestricted - 5,270 497,617 46,756 (41,069) 508,574 
Total net position $153,328 $5,270 $525,304 $663,615 $560,251 $1,907,768 


(1) Montana State Fund reports their financial statements on a calendar-year basis. The information provided is for the year ended December 31, 
2016. 
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Condensed Statement of Activities 
Component Units 


Montana ‘Facility Montana’ Montana University Total 
Boardof __ Finance State State of Component 
Housing Authority Fund(2) University Montana Units 
Expenses $20,822 $ 462 $210,763 $573,551 $458,117 $1,263,715 
Program Revenues: 
Charges for services 1,541 783 169,677 272,972 191,932 636,905 
Operating grants and contributions 19,047 75 - 181,074 161,079 361,275 
Capital grants and contributions - - 5,005 14,118 19,123 
Total program revenues 20,588 858 169,677 459,051 367,129 1,017,303 
Net (expense) program revenues (234) 396 (41,086) (114,500) (90,988) (246,412) 
General Revenues: 
Unrestricted grants and contributions - - - 107 - 107 
Unrestricted investment earnings - - 50,239 5,099 24,332 79,670 
Transfer from primary government (1) - - - 136,645 103,522 240,167 
Gain (loss) on sale of capital assets - - - 594 - 594 
Miscellaneous - - 1,237 - - 1,237 
Contributions to term and permanent endowments - - - 21,724 30,494 52,218 
Total general revenues and contributions - - 51,476 164,169 158,348 373,993 
Change in net position (234) 396 10,390 49,669 67,360 127,581 
Total net position — July 1 — as previously reported 153,871 4,963 514,961 613,946 491,240 1,778,981 
Adjustments to beginning net position (309) (89) (47) - 1,651 1,206 
Total net position — July 1 — as restated 153,562 4,874 514,914 613,946 492,891 1,780,187 
Total net position - June 30 $153,328 $5,270 $525,304 $663,615 $560,251 $1,907,768 


(1) _ Includes non-employer pension revenue and payments for services provided. 
(2) Montana State Fund reports their financial statements on a calendar-year basis. The information provided is for the year ended December 31, 
2016. 


B. Cash/Cash Equivalents and Investments 


Due to the integration of funds and combined financial information, component unit cash and cash equivalents, equity in 
pooled investments and investments are included with the primary government in Note 3. 
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C. Capital Assets 


The following table summarizes net capital assets reported by the discretely presented component units (in thousands). 
All component units, other than higher education units, are included under the “Other” caption for this schedule: 


Montana State —_ University of 


University Montana Other Total 
Capital assets not being depreciated: 
Land $ 8,650 $ 8,226 $ 1,139 $ 18,015 
Construction work in progress 38,638 10,548 - 49,186 
Capitalized collections 9,783 18,300 - 28,083 
Livestock for educational purposes 3,858 - - 3,858 
Total capital assets not being depreciated 60,929 37,074 1,139 99,142 
Capital assets being depreciated: 
Infrastructure 44,820 9,904 - 54,724 
Land improvements 25,033 15,893 - 40,926 
Buildings/Improvements 653,517 602,472 27,941 1,283,930 
Equipment 162,401 92,215 7,395 262,011 
Livestock - 255 - 255 
Library books 66,776 61,867 - 128,643 
Leasehold improvements 3,246 - - 3,246 
Total capital assets being depreciated 955,793 782,606 35,336 1,773,735 
Total accumulated depreciation (546,220) (448,092) (9,016) (1,003,328) 
Total capital assets being depreciated, net 409,573 334,514 26,320 770,407 
Intangible assets 1,589 1,360 230 3,179 
MSU Component Unit capital assets, net 6,375 - - 6,375 
UM Component Unit capital assets, net - 8,444 - 8,444 
Discretely Presented Component Units 
capital assets, net $478,466 $381,392 $27,689 $887,547 


D. Other Postemployment Benefits (OPEB) 


Non-university component units are included in the State of Montana benefit plan, whereas the Office of the Commissioner 
of Higher Education (included in the primary government otherwise) is included in the Montana University System benefit 
plan. For these reasons component unit OPEB information is included in Note 7. 


E. Risk Management 


Montana State Fund (MSF or New Fund) is the only component unit risk pool. Unpaid claims and claim adjustment 
expenses are estimated based on the ultimate cost of settling the claims including the effects of inflation and other 
societal/economic factors. There are no significant reductions in insurance coverage from the prior year, nor any 
insurance settlements exceeding insurance coverage for the last three years for MSF. This fund uses the accrual basis 
of accounting. Montana State Fund investments are recorded at fair value, and the premiums and discounts are 
amortized using the scientific interest method over the life of the securities. 


(1) Montana State Fund (MSF) — This fund provides liability coverage to employers for injured employees who 
are insured under the Workers Compensation and Occupational Disease Acts of Montana and workers compensation 
claims occurring on or after July 1, 1990. MSF is a self-supporting, competitive State fund, and functions as the 
guaranteed market. At December 31, 2016, approximately 24,200 employers were insured with MSF. Anticipated 
investment income is considered for computing a premium deficiency, and employers must pay premiums to MSF 
within specified time frames. 


An actuarial study prepared by Willis Towers Watson, as of December 31, 2016, estimated the cost of settling claims 
that have been reported but not settled, and claims that have been incurred but not reported. Due to the fact that actual 
claim costs depend on such complex factors as inflation and changes in the law, claim liabilities are recomputed 
periodically using a variety of actuarial and statistical techniques in order to produce current estimates that reflect 
recent settlements, claim frequency, and other economic and societal factors. 


A provision for inflation is implicit in the calculation of estimated future claim costs because reliance is placed both 
on actual historical data that reflect past inflation and on other factors that are considered to be appropriate modifiers 
of past experience. As of December 31, 2016, $921.5 million of unpaid claims and claim adjustment expenses were 
presented at face value. 


Section 39-71-2311, MCA, requires MSF to set premiums, at least annually, at a level sufficient to insure adequate 
funding of the insurance program during the period the rates will be in effect. It also requires MSF to establish a 
minimum surplus above risk-based capital requirements to support MSF against risks inherent in the business of 
insurance. 


For the year ended December 31, 2016, MSF ceded premiums to other reinsurance companies to limit the exposure 
arising from large losses. These arrangements consist of excess of loss contracts that protect against individual 
occurrences over stipulated amounts, and an aggregate stop loss contract which protects MSF against the potential 
that aggregate losses will exceed expected levels expressed as a percentage of premium. The excess of loss contract 
provides coverage up to $100.0 million in which MSF retains the first $5.0 million for the first layer of reinsurance 
coverage. The excess of loss protection applies to an individual occurrence with the maximum of $5.0 million on any 
one life. 


The term of the current aggregate stop loss contract was July 1, 2014 through December 31, 2016. The contract 
provides coverage based on MSF’s premium levels not to exceed 15% of the subject net earned premium. In the event 
reinsurers are unable to meet their obligations, under either the excess of loss contracts or the aggregate stop loss 
contract, MSF would remain liable for all losses, as the reinsurance agreements do not discharge MSF from its primary 
liability to the policyholders. 


Premium revenue was reduced by premiums paid for reinsurance coverage of $10.4 million during the year ended 
December 31, 2016. 


Estimated claim reserves were reduced by $5.1 million as of December 31, 2016, for the amount of reinsurance 
estimated to be ultimately recoverable on incurred losses due to the excess of loss reinsurance contract and an 
additional $13.1 million for the amount of reinsurance estimated to be ultimately recoverable on incurred losses due 
to the aggregate stop loss contract. 


(2) Changes in Claims Liabilities — As indicated above, this fund establishes liabilities for both reported and 
unreported insured events including estimates of future payments of losses and related claim adjustment expenses. 
The following table presents changes (in thousands) in the aggregate liabilities for Montana State Fund net of estimated 
reinsurance recoverable. The information presented is at face value and has not been discounted. 
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Year Ended 
December 31, 2016 


Unpaid claims and claim adjustments 
expenses at beginning of year $ 900,296 
Incurred claims and claim 
adjustment expenses: 
Provision for insured events 
of the current year 147,194 
Increase (decrease) in provision for 
insured events of prior years (64) 
Total incurred claims and claim 
adjustment expenses 147,130 
Payments: 
Claims and claim adjustment 
expenses attributable to insured 


events of the current year (31,040) 
Claims and claim adjustment 
expenses attributable to 
insured events of prior years (94,854) 
Total payments (125,894) 
Total unpaid claims and claim 
adjustment expenses at end of year $ 921,532 


F. Capital Leases/Installment Purchases 


Obligations under capital leases/installment purchases at June 30, 2017, were as follows (in thousands): 


Fiscal Year Discretely Presented 
Ending June 30 Component Units 

2018 $216 

2019 142 

2020 93 

2021 45 

2022 9 

Total minimum payments 505 
Less: interest (49) 


Present value of minimum 
payments $456 
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G. Operating Leases 


Future rental payments under operating leases at June 30, 2017, are as follows (in thousands): 


Fiscal Year Discretely Presented 
Ending June 30 Component Units 

2018 $ 4,324 

2019 2,870 

2020 2,450 

2021 1,457 

2022 1,066 

2023-2027 2,297 

Total future rental payments $14,464 


H. Debt Service Requirements 


Debt service requirements of discretely presented component units at June 30, 2017, were as follows (in thousands): 


Montana Board of Housing Montana State University University of Montana 
Year Ended 
June 30 Principal Interest Principal Interest Principal Interest 
2018 $ 14,860 $ 14,842 $ 10,354 $ 5,965 $ 8,506 $ 3,293 
2019 15,355 14,544 11,841 5,721 8,825 2,964 
2020 15,745 14,194 9,349 5,401 9,220 2,611 
2021 16,240 13,798 9,372 5,086 9,565 2,227 
2022 16,655 13,350 9,727 4,761 10,031 1,828 
2023-2027 94,515 58,314 32,564 19,488 34,939 4,122 
2028-2032 101,360 40,781 24,935 13,251 8,585 911 
2033-2037 87,080 22,603 23,213 8,063 960 38 
2038-2042 61,759 8,873 16,747 4,026 - - 
2043-2047 17,350 1,219 8,799 462 
2048-2052 130 3 


Total $ 441,049 $ 202,521 $ 156,901 $ 72,224 $ 90,631 $ 17,994 
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I. Summary of Changes in Long-term Liabilities Payable 


Long-term liability activity of discretely presented component units for the year ended June 30, 2017, was as follows 
(in thousands): 


Amounts Amounts 


Due Due In More 
Beginning Ending Within Than One 
Balance (3) Additions Reductions Balance _One Year Year 
Discretely presented component units 
Bonds/notes payable 
Montana Board of Housing $ 477,014 $ 42,643 $ 73,040 $ 446,617 $14,860 $ 431,757 
Montana State University (MSU) 163,939 7,253 11,025 160,167 10,328 149,839 
University of Montana (UM) 100,386 - 8,340 92,046 8,540 83,506 
Total bonds/notes payable (1) 741,339 49,896 92,405 698,830 33,728 665,102 
Other liabilities 
Lease/installment purchase payable 550 156 250 456 192 264 
Compensated absences payable 61,764 32,297 30,193 63,868 31,969 31,899 
Arbitrage rebate tax payable 761 217 417 561 304 257 
Estimated insurance claims 900,296 147,129 125,894 921,531 128,265 793,266 
Due to federal government 32,501 318 310 32,509 - 32,509 
Derivative instrument liability 6,097 - 1,909 4,188 - 4,188 
Reinsurance funds withheld 89,571 - 13,832 75,739 - 75,739 
Unearned compensation 391 - 391 - 391 
Net pension liability 178,700 42,099 14,153 206,646 - 206,646 
OPEB implicit rate subsidy (2) 114,894 10,899 3,548 122,245 - 122,245 
Total other liabilities 1,385,525 233,115 190,506 1,428,134 160,730 1,267,404 


$2,126,864 $283,011 $282,911 $2,126,964 194,458 1,932,506 


Long-term liabilities of Montana University System component units (4) (105) 2,595 
Total discretely presented component units’ long-term liabilities $194,353 $1,935,101 


(1) When applicable, this amount includes unamortized discounts and unamortized premiums. 


(2) The OPEB plan allows retirees to participate, as a group, at a rate that does not cover all the related costs. This results in the 
reporting of an “implicit rate” subsidy in the related financial statements. While this liability is disclosed for financial purposes, 
it does not represent a legal liability of the State, or any of its component units. 


(3) Beginning balances are taken from component unit financial statements. 


(4) _ Interentity transaction eliminations between Montana University System component units for debt shown in the component unit 
information can cause negative balances in component unit information. 


J. Refunded and Early Retired Debt 


Defeased Debt Outstanding 

The University of Montana has defeased certain bond issues by placing proceeds of new bonds in an irrevocable trust. 
The proceeds, together with interest earned thereon, will be sufficient for future debt service payments on the refunded 
issues. Accordingly, the trust account assets and the liability for the defeased bonds are not included in the University's 
consolidated financial statements. As of June 30, 2017, $98.3 million of bonds outstanding were considered defeased. 


Kk. No-Commitment Debt 


Information is presented below for financing authorities participating in debt issues. The State has no obligation for 
this debt. Accordingly, these bonds and notes are not reflected in the accompanying financial statements. 


Facility Finance Authority (FFA) 


FFA is authorized to issue bonds and notes to finance projects for qualifying health care and other community-based 
service providers. The revenue bonds are payable solely from loan repayments to be made by eligible facilities 
pursuant to loan agreements, and further, from the funds created by the indentures and investment earnings thereon. 
The notes are payable solely from loan repayments pursuant to loan agreements. The revenue bonds and notes payable 
issued by FFA do not constitute a debt, liability, obligation, or pledge of faith and credit of the State of Montana, with 
the exception of the Montana State Hospital Project included in Note 11. At June 30, 2017, revenue bonds and notes 
outstanding aggregated $947.0 million. 


The Board of Investments and FFA have entered into a capital reserve account agreement for certain bond issues. See 
Note 16 for more information. 


Montana Board of Housing (MBOH) 

MBOH is authorized to issue bonds and make mortgage loans in order to finance affordable housing for Montana 
residents. The bonds are special limited obligations, payable solely from pledged revenues and assets of the borrower, 
not general obligations of MBOH. These bonds issued by MBOH do not constitute a debt, liability, obligation, or 
pledge of faith and credit of the State of Montana. At June 30, 2017, bonds outstanding aggregated $36.6 million. 


L. Non-Exchange Financial Guarantee 


BOI provides loan guarantees from the Coal Severance Tax Fund to the Facility Finance Authority (FFA). BOI 
exposure to bond issues, surety bonds, and designated loans of the FFA totaled $71.4 million as of June 30, 2017. 
FFA is a discretely presented component unit of the State of Montana. FFA guarantee requests are submitted to BOI 
for review and approval. BOI’s participation, either duration or any other consideration, to either purchase bonds or 
loans or to lend money for deposit into FFA’s statutorily allowed capital reserve account is explicitly limited by statute 
which requires BOI to act prudently. The guarantee requests from FFA pertain to bonds issued by FFA with a term 
of up to 40 years. BOI and FFA have entered into an agreement detailing repayment to BOI. BOI has not had to 
perform on any loan guarantee in the past. 


The following schedule summarizes the activity related to the non-exchange financial guarantee during the year ended 
June 30, 2017 (in thousands): 


Beginning Additions Reductions Ending 
Balance Balance 
$79,875 $32,905 $41,364 $71,416 


M. Derivative Transactions Related to Long-term Debt 


Montana State University (MSU) has two interest rate swaps as of June 30, 2017. Interest rate swaps are classified as 
hedging derivative instruments if the instruments meet the criteria of paragraphs 27 (a) and (b) of GASB Statement 
No. 53 — Accounting and Financial Reporting for Derivative Instruments (GASB 53), or as investment derivative 
instruments if they do not. 


Effective Termination 


Derivative Description Trade Date Date Date Terms Counterparty 
$25.75 million fixed payer swap 3/10/2005 7/21/2005 11/15/2035 Pay 3.953%, Receive SIFMA Deutsche Bank AG 
$25.25 million basis swap 12/19/2006 11/15/2007 11/15/2035 Pay SIFMA, Receive 86.8% Morgan Stanley Capital 
of 10-year SIFMA Services Inc. 


As of June 30, 2017, the fixed payer swap is classified as a hedging derivative instrument under GASB 53, whereas 
the basis swap is an investment derivative instrument because there is no identified financial risk being hedged by the 
basis swap that can be expressed in terms of exposure to adverse changes in cash flows or fair values. GASB 53 
includes four methods for evaluating hedge effectiveness; a governmental entity may use any of the evaluation 
methods outlined in GASB 53 and is not limited to using the same method from period to period. The four methods 
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described in GASB 53 are: consistent critical terms, synthetic instrument, dollar-offset, and regression analysis. In 
addition, GASB 53 permits a governmental entity to use other quantitative methods that are based on “established 
principles of financial economic theory.” The fixed payer swap passes the established criteria using the regression 
analysis methodology. 


The fair values of the interest rate swaps were estimated using the zero-coupon method. This method calculates the 
future net settlement payments required by the swap, assuming that the current forward rates implied by the yield 
curve correctly anticipate future spot interest rates. These payments are then discounted using the spot rates implied 
by the current yield curve for hypothetical zero-coupon bonds due on the date of each future net settlement on the 
swaps. To measure non-performance risk for a derivative liability, credit spreads implied by the credit rating for debt 
issues by entities with similar credit characteristics were used. This is the best method available under current market 
conditions since MSU has no credit default swaps that actively trade in the marketplace. For a derivative asset, the 
adjustment for non-performance risk of counterparties was determined by analyzing counterparty-specific credit 
default swaps, if available. If not available, credit default swaps in the market for entities of similar type and rating 
were used, along with information found in various public and private information services. This analysis is used to 
construct a credit curve that is applied to the discount curve on the net settlement payments of the derivative. 


The counterparty to the fixed payer swap had the right to terminate the swap at $0 on December 14, 2016 (a European 
option); this option was not exercised. As of the trade date, the option’s value included intrinsic value and time value. 
The option’s intrinsic value (calculated as the difference between the at-market rate of 4.11% and the off-market rate 
of 3.953%) is accounted for as a loan receivable and is repaid by the off-market portion of each swap payment. On 
September 10, 2010, the Series J bonds were converted to index bonds. While in index mode the interest rate is reset 
weekly at a rate of the Securities Industry and Financial Markets Association (SIFMA) rate plus a fixed spread. The 
spread is based on the long-term, unenhanced rating assigned to the issuer; the current spread as of June 30, 2017, was 
0.65%. The dependent variable in the regression is the interest rates of the hedged cash flows; the independent variable 
is the floating rates due under the hedging derivative. 


The fair value of the fixed payer swap liability as of June 30, 2017, is at fair value level 2, and was based on forward 
SIFMA rates using the three month Libor Zero Curve, and the BMA Swaption Volatility on the AA Rated Muni 
Revenue Curve. The fair value of the nonhedging derivative investment is also at level 2, and was based on forward 
SIFMA rates using the 10-year forward BMA constant maturity swap using the three month Libor Zero Curve, and 
the BMA Swaption Volatility on the counterparty’s credit default swap. 


The following table summarizes the reported balances as of, and the derivative instrument activity during, the year 
ended June 30, 2017 (in thousands): 


Activity During 2017 Fair Values at June 30, 2017 
Cash flow hedges: Notional Classification Amount Classification Amount 
Cash flow hedge - 
Pay fixed interest rateswap $20,475 Interest expense $ 18 Loan receivable $ 250 
Investment income - Derivative liability 4,189 
Deferred outflow (1,909) 
Investment derivative - 
Investment (excluding 
Basis swap $20,475 Investment loss $808 interest accrued) 463 


The objective and terms of MSU’s hedging derivative outstanding as of June 30, 2017, is as follows (in thousands): 


Notional Effective Termination Cash (Paid)/ 
Type Objective amount Date Date Received Terms 


Pay fixed, cancelable Hedge interest rate risk Pay 3.953% 
interest rate swap on Series J 2005 Bonds = $20,475 7/21/2005 = =11/15/2035 - Receive SIFMA 


Credit Risk 

It is MSU’s policy to enter into derivative agreements with highly rated counterparties. As of June 30, 2017, 
counterparty ratings were A3 and Baa2 by Moody’s and A- and BBB+ by Standard and Poor’s (S&P). MSU manages 
credit risk by requiring its counterparties to post collateral in certain events. MSU is entitled to collateral from its 
fixed payer swap counterparty if the interest rate swap’s fair value is greater than $5.0 million and the counterparty is 
rated A+ or A, by S&P, or Al or A2 by Moody’s. If the counterparty to the fixed payer swap is rated A- or below, by 
S&P, or A3 or below by Moody’s, MSU is entitled to collateral up to 100% of the swap’s fair value. MSU is not 
required to post collateral. MSU will continue to monitor counterparty credit risk. 


MSU enters into derivative agreements with multiple counterparties to limit concentration of credit risk. Currently, 
MSU has interest rate swaps with two different counterparties and each counterparty accounts for approximately 50% 
of outstanding notional. MSU monitors counterparty credit risk on an ongoing basis. 


Interest Rate Risk 

Interest payments on variable rate debt will typically increase as interest rates increase. MSU believes it has 
significantly reduced interest rate risk by entering into a pay-fixed, receive floating interest rate swap. As interest rates 
increase, net swap payments decrease so that changes in hedged variable-rate debt interest payments, attributable to 
SIFMA, are largely offset by the net swap payments. 


Basis Risk 

The variable-rate cash flows being hedged by the pay-fixed swap will increase or decrease as SIFMA rates increase 
or decrease. Because the hedged cash flows are SIFMA based and the floating receipts of the pay-fixed swap are 
SIFMA based, there is no basis risk. 


Termination Risk 

MSU or its counterparties may terminate a derivative instrument if the other party fails to perform under the terms of 
the contract. In addition, MSU’s fixed payer swap counterparty has the right to terminate the derivative if the credit 
rating of MSU’s unenhanced long-term revenue bond rating is withdrawn, suspended or reduced below BBB-, in the 
case of S&P, or below Baa3 in the case of Moody’s. If such an event occurs, MSU could be forced to terminate the 
fixed payer swap in a liability position. As of June 30, 2017, MSU’s unenhanced long-term revenue bond rating was 
Aa3 by Moody’s and A+ by S&P. 


Foreign Currency Risk 
All hedging derivatives are denominated in US Dollars and therefore MSU is not exposed to foreign currency risk. 


Market Access Risk 

Market access risk is the risk that MSU will not be able to enter credit markets or that credit will become more costly. 
For example, to complete a derivative instrument’s objective, an issuance of refunding bonds may be planned in the 
future. If at that time MSU is unable to enter credit market, expected cost savings may not be realized. 


N. Related Party Transactions 


Private nonprofit organizations with relations to the University of Montana (UM) include the Alumni Association, the 
Montana Technology Enterprise Center (MonTEC), the Montana Tech Booster Club and the Montana Tech Alumni 
Association. 


The associations and booster club operate exclusively for the purpose of encouraging, promoting and supporting 
educational programs, research, scholarly pursuits and athletics at, or in connection with UM. For the years ended 
June 30, 2017, $283.2 thousand was transferred from or expended by the Montana Tech Booster Club for scholarships 
and construction projects. In exchange, UM provides the associations and booster club with office space, staff and 
some related office expenses. 


MonTEC was established as a nonprofit 501(C) 3 corporation in fiscal year 2001 as a result of an agreement between 
UM and the Missoula Area Economic Development Foundation (MAEDF). MonTEC provides low cost lease space 
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and business consulting to local “start-up” companies. The corporation’s board of directors is comprised equally of 
members appointed by MAEDF and UM. 


Private nonprofit organizations affiliated with Montana State University (MSU) include the MSU-Bozeman 
Bookstore, Friends of KUSM, and Friends of KEMC. Friends of Montana Public Television provided $988.9 
thousand during 2017 and Friends of KEMC Public Radio provided $802.6 thousand during 2017 in support of MSU’s 
television and radio stations. 


O. Litigation Contingencies 


Susan Hensley v. Montana State Fund Montana State Fund received a Petition for Hearing that was filed before the 
Workers’ Compensation Court in October 2013. The matter is Susan Hensley vs. Montana State Fund, WCC No. 
2013-3235. Under House Bill 334, as passed by the legislature in 2011 and codified in section 39-7 1-703 (2), MCA, 
when a claimant receives a Class I impairment, it is not payable unless the claimant has an actual wage loss as a result 
of the compensable injury or occupational disease. The law was effective July 1, 2011, and applicable to claims that 
occurred on or after that date. The petitioner in this matter is challenging the constitutionality of section 39-71-703 
(2), MCA. State Fund anticipates the chances are remote, but as with any litigated matter there is the possibility of an 
adverse decision. Should the statute be held unconstitutional, determined to be applicable to other claims and also 
determined to be retroactively applicable, potential liability is estimated to be at least $2.2 million per year, as based 
on NCCI initial pricing, and current estimated business volumes. However, based on experience, costs may be 
substantially higher than the estimate of $2.2 million per year. 


Montana State Fund received another Petition for Hearing that was filed before the Workers’ Compensation Court. 
The matter is Steven Hanson vs. Montana State Fund, WCC No. 2014-3398. This is a companion case to Susan 
Hensley v. Montana State Fund and has been held in abeyance pending a decision in Hensley. 


P. Subsequent Events 


Subsequent to Montana State Fund’s (MSF) fiscal year ended December 31, 2016, the Board of Investments (BO]) 
decided to divest its investment in the TIAA-CREF US Cities Fund LP. Sales of the investments took place throughout 
calendar year 2017 and proceeds from the sales were used to repurchase similar investments. No value impairment is 
considered to have happened and therefore, adjustments to the investment values are not considered necessary. 


In response to declining enrollment, the University of Montana’s (UM) Missoula campus implemented voluntary 
termination plans to reduce the percentage of its budget spent on personnel costs. 


Voluntary Employment Retirement Incentive Program (VERIP) 
The first of two VERIP offerings was announced in May 2017. In order to participate in the plan, faculty members 
had to meet the following eligibility requirements: 
e = Be full-time tenured faculty, 
e Beage 65 years of age or older as of May 12, 2017, and, 
e Be eligible to retire under Montana Teacher’s Retirement System or the Montana University System- 
Retirement Plan (MUS-RP) as of May 12, 2017. 


Eligible faculty members who accepted the offer by July 17, 2017, received a lump sum payment equal to 50% of 
their FY2016-2017 general fund contract base salary. 


The second VERIP offering was announced in June 2017. In order to participate in the plan, faculty members had to 
meet the following eligibility requirements: 

e Be full-time tenured faculty, 

e Beage 60-64 years of age as of May 12, 2017, and, 

e Be eligible to retire under Montana Teacher’s Retirement System or the MUS-RP as of May 12, 2017. 


Eligible faculty members who accepted the offer by July 28, 2017, could elect to receive either of the following: 


e A lump sum payment equal to 50% of their fiscal year 2016 through fiscal year 2017 general fund contract 
base salary, or, 


e The lump sum payment outlined above, less any deductions for premiums paid for coverage in the UM 
retiree health insurance plan until their 65th birthday. 


Faculty members who accepted the May or June 2017 VERIP offering were terminated on July 17, 2017, or July 28, 
2017, respectively. The total cost to the UM for the 14-tenured faculty who accepted the VERIP was approximately 
$1.6 million. 


Voluntary Severance Option (VSO) 

UM announced the VSO in October 2017, which was extended to currently employed, full-time (1.0 FTE) classified 
staff, contract professionals, and contract administrators, whose positions are funded by the General Fund and had 
an initial employment date no later than October 17, 2015. The offer extended to December 6, 2017, and employees 
who accepted the VSO were terminated on December 31, 2017. The VSO provided for the employee to be paid an 
equivalent of six months of wages, at their stated salary level as of December 6, 2017, as severance in January 2018. 


In addition: 
e The employee retains medical and dental coverage until December 31, 2018; or, 


e The employee may elect to receive a lump sum payment of $12.6 thousand (the value of 12 months of 
health insurance), plus their severance payment, in lieu of remaining on the health insurance plan. 


The VSO offer was accepted by 84 employees and the UM expects the cost of the plan to be approximately $3.8 
million, to be paid primarily in fiscal year 2018. 


In July 2017, the Montana State University (MSU) received authorization to enter into a long-term space lease at a 
cost of up to $1.7 million per year for ten years. The lessor is the MSU Innovation Campus, a subsidiary of the Montana 
State University Alumni Foundation. The leased facility is not yet constructed, and will be designed to meet 
requirements necessary to conduct classified research on the Bozeman campus. The capacity to perform classified 
research will qualify MSU to perform additional types of research funded by governmental grants. At the expiration 
of the lease term MSU will have the right of first refusal to purchase or continue leasing the property at no cost (other 
than operations and maintenance). 


On July 12, 2017, Montana State University (MSU) issued $21.0 million in Series 2017D bonds to refund all of the 
Series 2006 bonds with stated maturities in the years 2017 and thereafter and to refund all of the Series 2011M bonds 
with stated maturities in the years 2022 and thereafter. The refunded principal amount for Series 2006K and Series 
2011M is $8.5 million and $12.9 million respectively. The refunding resulted in an economic gain to MSU of $1.3 
million. 


On July 24, 2017, the University of Montana (UM) issued $14.1 million of Series O 2017 Private Placement Revenue 
Bonds. The proceeds of the issue provide funds to construct a Living Learning Center (LLC) on the UM Tech campus 
in Butte. 

UM will record $14.1 million of the Series O bonds payable in fiscal year 2018. The interest rate on the revenue bonds 
is 3.390% over the 20-Year Term of the bonds. 


The LLC is a three-story new construction building. The first two floors make up a new residential hall for Montana 
Tech student residents. The third floor of the new space is known as the Student Success Center. This new space will 
service all students on the Butte campus. Additional operation and maintenance costs for the residential hall living 
space are forecasted at $320.8 thousand annually; beginning Fall 2019. All O&M costs for the residential hall and 
dining space will be paid from Auxiliary funds. 


The $14.1 million Series O revenue bond will be re-paid from new net revenue (both residence life and dining) 
generated by the LLC. Debt Service payments for the new facility are estimated at $1.0 million per year for 20 years. 
Revenue committed toward the payment of debt are currently generating funds in excess of recurring operating and 
debt service requirements. This situation allows for the re-direction of these funds to the new Series O debt. The 
existing debt is fully paid in fiscal year 2024 providing additional revenues to commit to the $14.1 million debt. 
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On August 29, 2017, approximately $21.5 million in Master Loan Program Revenue Refunding Bonds, Series 2017, 
were issued by the Facility Finance Authority (FFA) for the benefit of Glendive Medical Center to advance refund 
bonds issued in 2008. 


In August 2017, MSU entered into an off-campus lease for space to accommodate university support functions, which 
will make available approximately 35,000 square feet in the core of the Bozeman campus for academic and student 
support services. The lessor is a subsidiary of the MSU Alumni Foundation. The lease terms began September 1, 2017, 
and is for an initial ten-year period, with up to four renewals of five years each. Discounted rent is charged while 
MSU performs leasehold improvements and transitions its staff into the building, and full rent of $25.0 thousand per 
month begins in May 2018. Annual escalators of 2% are included for the initial ten-year lease term. 


On August 31, 2017, a Direct Loan for $141.6 thousand Direct Loan was made by the FFA to Northern Rockies 
Medical Center to finance the purchase of a new telemetry unit. 


On September 7, 2017, the Board of Housing issued a contract for the purchase, sale, and delivery of $42.6 million in 
bonds closing on October 18, 2017. Of this, $11.9 million of the funds will be used to refund previous issues, $30.3 
million will be used to purchase eligible Montana home loans, and the remaining $400.0 thousand will be used to pay 
issuance costs. 


On September 15, 2017, MSF’s board declared a dividend of $40.0 million to be distributed to approximately 23,000 
employers. 


Effective October 1, 2017, a space lease for property near the MSU Bozeman campus was renewed at a cost of $104.0 
thousand per year for an initial three-year term, with two one-year renewal options. 


On October 5, 2017, a Direct Loan for $300.0 thousand was made by the FFA to Intermountain Children’s Services 
to finance the purchase of a new electronic health records system. 


In November 2017, the Board of Regents approved the issuance of bonds to construct a new residence hall on the 
MSU Bozeman campus. Construction proceeds of $50.0 million, plus costs of issuance, a debt service reserve fund, 
and capitalized interest (if needed), were authorized for a borrowing term of up to 30 years. 


In November 2017, the Board of Regents authorized the issuance of up to $4.5 million in Intercap debt to fund the 
construction of a student activity complex on the MSU Bozeman campus that includes a turf field, lighting, and 
restrooms. A new student fee had previously been approved to service the debt. 


Subsequent to June 30, 2017, MSU drew the remaining $6.0 million on its Series C bonds, bringing the total 
outstanding as of January 8, 2018, to $16.5 million. No further draws will be made. 


NOTE 19. MATERIAL VIOLATIONS OF FINANCE-RELATED LEGAL PROVISIONS 


Constitutionality of Retirement Plan Funding 


The Montana Constitution, Article VIII, Section 15, states that public retirement systems shall be funded on an 
actuarially sound basis. Public pension plans are considered actuarially sound if the unfunded accrued actuarial 
liability amortization period is within 30 years. As of June 30, 2017, the Game Warden & Peace Officers’ Retirement 
System (GWPORS), and the Highway Patrol Officers’ Retirement System (HPORS) plans were not in compliance 
and do not amortize within 30 years. The unfunded liabilities in the other state retirement systems amortize in 30 
years or less as of the fiscal year ended June 30, 2017. 
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BUDGETARY COMPARISON SCHEDULE 


GENERAL AND MAJOR SPECIAL REVENUE FUNDS 
FOR THE FISCAL YEAR ENDED JUNE 30, 2017 


(amounts expressed in thousands) 


REVENUES 
Licenses/permits 
Taxes: 

jatural resource 
ndividual income 
Corporate income 
Property 
Fuel 
Other 
Charges for services/fines/forfeits/settlements 
Investment earnings 


Sale of documents/merchandise/property 
Rentals/leases/royalties 
Contributions/premiums 
Grants/contracts/donations 
Federal 
Federal indirect cost recoveries 
Other revenues 

Total revenues 


EXPENDITURES 
Current: 
General government 
Public safety 
Transportation 
Health and human services 
Education 
Natural resources 
Debt service (Note RSI-1): 
Principal retirement 
Interest/fiscal charges 
Capital outlay (Note RSI-1) 
Total expenditures 
Excess of revenue over (under) expenditures 


OTHER FINANCING SOURCES (USES) 
Insurance proceeds 
General capital asset sale proceeds 
Energy conservation loans 
Transfers in (Note 12) 
Transfers out (Note 12) 
Total other financing sources (uses) 

Net change in fund balances 

(Budgetary basis) 


RECONCILIATION OF BUDGETARY/GAAP REPORTING 


1. Securities lending income 
2. Securities lending costs 
3. Inception of lease/installment contract 
4. Adjustments for nonbudgeted activity 
Net change in fund balances 

(GAAP basis) 


Fund balance - July 1 

Prior period adjustments 

Increase (decrease) in inventories 
Fund balances - June 30 


The notes to the required supplementary information are an integral part of this schedule. 


GENERAL FUND 
ORIGINAL FINAL 
BUDGET BUDGET ACTUAL VARIANCE 
125,616 $ 125,616 $ 125,737 $ 121 
90,220 90,220 71,042 (19,178) 
1,307,356 1,307,356 1,161,730 (145,626) 
156,751 156,751 133,247 (23,504) 
262,709 262,709 258,698 (4,011) 
244,043 244,043 237,589 (6,454) 
39,846 39,846 35,035 (4,811) 
: : 7,400 7,400 
387 387 369 (18) 
8 8 8 - 
180 180 4,727 4,547 
4,130 4,130 10,116 5,986 
25,254 25,254 18,416 (6,838) 
177 177 244 67 
5,979 5,979 957 (5,022) 
2,262,656 2,262,656 2,065,315 (197,341) 
384,521 384,521 353,582 30,939 
333,667 333,667 318,926 14,741 
541,407 541,407 538,738 2,669 
1,064,745 1,064,745 1,058,596 6,149 
41,767 41,767 37,738 4,029 
: : 56 (56) 
- : 197 (197) 
7 : 7,270 (7,270) 
2,366,107 2,366,107 2,315,103 51,004 
(103,451) (103,451) (249,788) (146,337) 
196 196 252 56 
73,415 73,415 73,886 471 
(260,064) (260,064) (45,336) 214,728 
(186,453) (186,453) 28,802 215,255 
(289,904) (289,904) (220,986) 68,918 
: : 55 55 
, ; (19) (19) 
(289,904) (289,904) (220,950) 68,954 
: : 271,310 271,310 
- : 16,370 16,370 
- : 254 254 
(289,904) $ (289,904) $ 66,984 $ 356,888 


Budgetary data is not broken down to the same account level as actual financial statement data, which accounts for some of the larger variances. 


A-173 


STATE SPECIAL REVENUE FUND FEDERAL SPECIAL REVENUE FUND 
ORIGINAL FINAL ORIGINAL FINAL 
BUDGET BUDGET ACTUAL VARIANCE BUDGET BUDGET ACTUAL VARIANCE 
201,515 $ 201,515 $ 199,980 $ (1,535) $ -$ -$ -$ 
122,532 122,532 69,683 (62,849) 
16,845 16,845 16,729 (116) 
222,433 222,433 231,296 8,863 
140,295 140,295 138,386 (1,909) 1 1 : (y) 
108,609 108,609 106,465 (2,144) 48,618 48,618 35,496 (13,122) 
5,739 5,739 Z 5 384 384 
4117 4,117 4,817 100 3 3 3 
849 849 980 131 
27,180 27,180 26,296 (884) 
10,259 10,259 11,822 1,563 108 108 108 
9,316 9,316 7,116 (2,200) 2,375,117 2,375,117 2,694,127 319,010 
51,280 51,280 45,583 (6,697) 67,012 67,012 79,893 12,881 
5,116 5,116 3,175 (1,941) 412 412 289 (123) 
920,946 920,946 868,067 (52,879) 2,491,271 2,491,271 2,810,300 319,029 
346,613 346,613 189,652 156,961 251,983 251,983 105,148 146,835 
89,980 89,980 71,863 18,117 36,960 36,960 13,475 23,485 
320,219 320,219 217,582 102,637 539,009 539,009 111,680 427,329 
173,112 173,112 159,348 13,764 2,128,873 2,128,873 1,947,967 180,906 
103,089 103,089 71,575 31,514 302,496 302,496 214,285 88,211 
350,957 350,957 189,675 161,282 154,468 154,468 68,119 86,349 
638 (638) - : 30 (30) 
359 (359) - - 6 (6) 
49,864 (49,864) : : 319,171 (319,171) 
1,383,970 1,383,970 950,556 433,414 3,413,789 3,413,789 2,779,881 633,908 
(463,024) (463,024) (82,489) 380,535 (922,518) (922,518) 30,419 952,937 
545 545 43 (502) 
134 134 325 191 é 2 42 42 
1,770 1,770 
282,711 282,711 155,783 (126,928) 14,838 14,838 1,679 (13,159) 
(92,606) (92,606) (25,442) 67,164 (59,375) (59,375) (28,927) 30,448 
190,784 190,784 132,479 (58,305) (44,537) (44,537) (27,206) 17,331 
(272,240) (272,240) 49,990 322,230 (967,055) (967,055) 3,213 970,268 
201 201 : - 2 2 
(90) (90) : : (1) (1) 
184 184 
(22,730) (22,730) 
(272,240) (272,240) 27,555 299,795 (967,055) (967,055) 3,214 970,269 
1,554,015 1,554,015 é : 8,958 8,958 
(984) (984) - . (94) (94) 
870 870 


(272,240) $ (272,240) $ 1,581,456 $ 1,853,696 $ (967,055) $ (967,055) $ 12,078 $ 979,133 
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NOTES TO THE REQUIRED SUPPLEMENTARY INFORMATION 


NOTE RSI - 1. BUDGETARY REPORTING 


A. State Budget Process 


The Montana Legislature meets in the odd-numbered years to prepare annual budgets for the next biennium. The 
Constitution requires that legislative appropriations not exceed available revenues. The Legislature uses revenue estimates 
in the budgetary process to establish appropriation levels. Expenditures may not legally exceed budget appropriations at the 
fund level. In addition, the State Constitution prohibits borrowing to cover deficits incurred because appropriations exceeded 
anticipated revenues. State law requires an appropriation for disbursements from the general, special revenue and capital 
projects funds, except for those special revenue funds from non-state and non-federal sources restricted by law or by the 
terms of an agreement. The level of budgetary control is established by fund type, except capital project funds, which are at 
project level. Budgets may be established in other funds for administrative purposes. 


Agency budget requests are submitted to the Governor, and the Legislative Fiscal Division receives a copy. The Office of 
Budget and Program Planning (OBPP) and the Governor analyze the requests, establish priorities, and develop the requests 
into the executive budget request submitted to the Legislature. Joint appropriations subcommittee hearings are held, and an 
omnibus appropriation bill is reported in the House and subsequently sent to the Senate. The Legislature generally enacts 
one bill to establish the majority of appropriations for the next two fiscal years. OBPP establishes appropriations for each 
program by accounting entity (fund) within an agency. The Legislature enacts other appropriations, but only within the 
available revenue. Agencies must prepare and submit to the budget director operational plans showing the allocation of 
operating budgets by expenditure category (i.e., personal services, operating expenses, equipment, etc.). The budget director 
or other statutorily designated approving authority may authorize changes among expenditure categories and transfers 
between program appropriations. 


Appropriations may not be increased by amendment in the General Fund. However, a department, institution, or agency of 
the executive branch desiring authorization to make expenditures from the General Fund during the first fiscal year of the 
biennium from appropriations for the second fiscal year of the biennium may apply for authorization from the Governor 
through the budget director. In the second year of the biennium, during the legislative session, the Legislature may authorize 
supplemental appropriations. The Governor, or designee, may approve budget amendments for non-general fund monies 
not available for consideration by the Legislature and for emergencies. In the accompanying financial schedule, original 
and final budget amounts are reported. There were no expenditures in excess of total authorized appropriations in the State's 
budgeted funds for the fiscal year. 


Appropriations for debt service activities are continuing through statutory authority until the obligation is extinguished. 
Because these non-operating budgets primarily serve a management control purpose, and related appropriations are 
continuing in nature, no comparison between budgeted and actual amounts for funds budgeted on this basis is provided. 


Appropriations for capital projects funds are not made on an annual basis, but are adopted on a project-length basis. 
Because these non-operating budgets primarily serve a management control purpose, and related appropriations are 
continuing in nature, no comparison between budgeted and actual amounts for funds budgeted on this basis is provided. 


Appropriations may be continued into the next fiscal year when authorized by the Legislature or the Governor's Office. 
After fiscal year-end, appropriations that are not continued are reverted. The reverted appropriations remain available for 
one fiscal year for expenditures that exceed the amount accrued or encumbered. Fund balances are not reserved for reverted 
appropriations. For fiscal year 2017, reverted governmental fund appropriations were as follows: General Fund - $25.2 
million, State Special Revenue Fund - $242.6 million, and Federal Special Revenue Fund - $354.0 million. Agencies are 
allowed to carry forward 30% of their reverted operating appropriations into the next two fiscal years. This amount can be 
used for new expenditures at the request of the agency and upon approval of OBPP. 


B. Budget Basis 


The Legislature's legal authorization ("appropriations") to incur obligations is enacted on a basis inconsistent with Generally 
Accepted Accounting Principles (GAAP). The budget basis differs from GAAP for encumbrances outstanding at fiscal 
year-end, compensated absences, capital assets and inventories purchased in proprietary funds, certain loans from 
governmental funds, and other miscellaneous nonbudgeted activity. 
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REQUIRED SUPPLEMENTARY INFORMATION 


NOTE RSI - 2. PENSION PLAN INFORMATION 


Required Supplementary Information 
State of Montana as an Employer Entity 


Judges’ Retirement System 
Schedule of Changes in Net Pension Liability/(Asset) and Related Ratios! 
For the Fiscal Year Ended June 30 
(dollars in thousands) 


2017 2016 2015 

Total Pension Liability (TPL) 
Service costs $ 1578 $ 1,653 $ 1,594 
Interest 3,986 3,934 3,824 
Differences between expected and actual experience (1,341) (1,032) - 
Benefit payments (3,416) (3,041) (3,023) 

Net change in total pension liability $ 807 $ 1514 $ 2,395 
Total pension liability — beginning 53,146 51,632 49,237 
Total pension liability — ending $ 53,953 $53,146 $ 51,632 
Plan Fiduciary Net Position 
Contributions — employer $ 1806 $ 1684 $ 1,651 
Contributions - member 729 534 481 
Net investment income 1,779 3,843 12,421 
Benefit payments (3,416) (3,041) (3,023) 
Administrative expense (197) (136) (100) 
Other (3) - - 

Net change in plan fiduciary net position $ 698 $ 2,884 $ 11,430 
Plan fiduciary net position - beginning 87,107 84,223 72,793 
Plan fiduciary net position - ending $ 87,805 $87,107 $ 84,223 
Net Pension (Asset) - Beginning $(33,961) _ $(32,591) —_ $(23,556) 
Net Pension (Asset) - Ending $(33,852) _ $(33,961) _ $(32,591) 
Plan fiduciary net position as a percentage of TPL 162.74%  163.90% 163.12% 
Covered payroll $6,920 $6,525 $6,355 


Net pension (asset) as a percentage of covered payroll (489)% (521)% (513)% 
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Judges’ Retirement System 
Schedule of Employer Contributions! 
For the Fiscal Year Ended June 30 
(in thousands) 


2017 2016 2015 
Contractually required contributions $1,800 $1,786 $1,684 
Contributions made in relation to the 
contractually required contributions 1,800 1,786 1,684 


Contribution deficiency/(excess) $ - $ - §$ 
Covered payroll $6,974 $6,920 $6,525 
Contributions as a percentage of 

covered payroll 26% 26% 26% 


' Schedules are intended to present information for 10 years. Additional years will be displayed as they become available. 


Judges’ Retirement System 
Notes to Required Supplementary Information 
For the Year Ended June 30, 2017 


Method and assumptions used in calculations of contractually determined contributions: The contractually 
required contribution rates are determined on an annual basis for the fiscal year beginning July 1, 2016, determined 
as of June 30, 2016. 


The following key methods and assumptions were used to determine the contractual contribution rates reported in 


that schedule: 

Timing ADCs are determined on the valuation date payable in the fiscal year 
beginning immediately following the valuation date 

Actuarial cost method Entry age Normal 

Amortization method Level percentage of payroll, open 

Remaining amortization period 0 years 

Asset valuation method 4-year smoothed market 

Wage inflation 4.00% 

Salary increases 4.00% 

Inflation 3.00% 

Investment rate of return 7.75%, net of pension plan investment expense, including inflation 

Mortality (healthy) RP-2000 combined employee and annuitant mortality table projected to 
2015 using scale AA 

Mortality (disabled) RP-2000 combined employee and annuitant mortality table 


Changes of assumptions: No changes in assumptions or other inputs that affected the measurement date have been 
made since the prior measurement date. 


Required Supplementary Information 
State of Montana as an Employer Entity 


Highway Patrol Officers’ Retirement System 


Schedule of Changes in Net Pension Liability and Related Ratios ! 


For the Fiscal Year Ended June 30 
(dollars in thousands) 


2017 2016 2015 
Total Pension Liability (TPL) 
Service costs $ 3,799 $ 3598 $ 3,464 
Interest 14,545 14,113 13,518 
Changes in benefits - 1,856 - 
Difference between expected and actual experience 18 267 - 
Benefit payments (10,482) (10,001) (9,443) 
Refunds of contributions (94) - - 
Net change in total pension liability $ 7,786 $9,833 $ 7,539 
Total pension liability — beginning 192,966 183,133 175,594 
Total pension liability — ending $200,752 $192,966 $183,133 
Plan Fiduciary Net Position 
Contributions — employer $ 5916 $ 5840 $ 5,736 
Contributions — non-employer 243 - - 
Contributions — member 1,917 1,624 1,458 
Net investment income 2,605 5,738 18,677 
Benefit payments (10,482) (10,001) (9,443) 
Administrative expense (197) (144) (109) 
Refunds of Contributions (94) - - 
Other (2) : : 
Net change in plan fiduciary net position $ (94) $ 3,057 $ 16,319 
Plan fiduciary net position — beginning 129,067 126,010 109,691 
Plan fiduciary net position — ending $128,973 $129,067 $126,010 
Net Pension Liability - Beginning $ 63,899 $57,123 $ 65,903 
Net Pension Liability - Ending $ 71,779  $ 63,899  $ 57,123 
Plan fiduciary net position as a percentage of TPL 64% 67% 69% 
Covered payroll 15,276 $14,549 $14,149 
Net pension liability as a percentage of covered payroll 470% 439% 404% 
Highway Patrol Officers’ Retirement System 
Schedule of Employer Contributions ! 
For the Fiscal Year Ended June 30 
(dollars in thousands) 
2017 2016 2015 
Contractually required contributions $5,706 $6,161 $5,782 
Contributions in relation to the 
contractually required contributions 5,706 6,161 5,782 
Contribution deficiency/(excess) $ - $ - $ - 
Covered payroll $14,779 $15,276 $14,549 
Contributions as a percentage of 
covered payroll 39% 40% 40% 


' Schedules are intended to present information for 10 years. Additional years will be displayed as they become available. 
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Notes to Required Supplementary Information 
Highway Patrol Officers’ Retirement System 
For the Year Ended June 30, 2017 


Method and assumptions used in calculations of contractually determined contributions: The contractually 
required contribution rates are determined on an annual basis for the fiscal year beginning July 1, 2016, determined 


as of June 30, 2016. 


The following key methods and assumptions were used to determine the contractual contribution rates reported in 


that schedule: 
Timing 


Actuarial cost method 
Amortization method 
Remaining amortization period 
Asset valuation method 

Wage inflation 

Inflation 

Salary increases 

Investment rate of return 
Mortality (healthy) 


Mortality (disabled) 


ADCs are determined on the valuation date payable in the fiscal year 
beginning immediately following the valuation date 

Entry age Normal 

Level percentage of payroll, open 

29 years 

4-year smoothed market 

4.00% 

3.00% 

4.00% to 11.30%, including inflation 

7.75%, net of pension plan investment expense, including inflation 
RP-2000 Combined employee and annuitant mortality table projected 
to 2015 using scale AA 

RP-2000 Combined employee and annuitant mortality table 


Changes of assumptions: The following changes to the assumptions were made as identified: 


2015 


DROP accounts are assumed to earn the actuarial rate of return 


An additional 15% of active members are assumed to elect DROP for each of the first six years following 
DROP eligibility. These members are assumed to elect to participate in the DROP for five years or until 


age 60 if earlier. 


Required Supplementary Information 
State of Montana as an Employer Entity 


Game Wardens’ and Peace Officers’ Retirement System 
Schedule of Changes in Net Pension Liability and Related Ratios ! 


For the Fiscal Year Ended June 30 
(dollars in thousands) 


2017 2016 2015 

Total Pension Liability (TPL) 
Service costs $ 8,403 $8,008 $7,850 
Interest 12,911 12,398 11,258 
Actual experience 2,705 731 - 
Benefit payments (5,068) (5,352) (5,229) 
Refunds of contributions (1,066) - - 

Net change in total pension liability $ 17,885 $15,785 $13,879 
Total pension liability — beginning 169,649 153,864 139,985 
Total pension liability — ending $187,534 $169,649 $153,864 
Plan Fiduciary Net Position 
Contributions - employer $ 4,278 $4,088 $3,762 
Contributions - member 5,036 4,924 4,462 
Net investment income 3,167 6,435 20,069 
Benefit payments (5,068) (5,352) (5,229) 
Administrative expense (269) (200) (162) 
Refunds of contributions (1,066) - - 
Other (31) : : 

Net change in plan fiduciary net position $ 6,047 $9,895 $22,902 
Plan fiduciary net position — beginning 148,638 138,743 115,841 
Plan fiduciary net position — ending $154,685 $148,638 $138,743 
Net Pension Liability - Beginning $ 21,011 $15,121 $24,144 
Net Pension Liability - Ending $ 32,849 $21,011 $15,121 
Plan fiduciary net position as a percentage of TPL 82% 87% 90% 
Covered payroll $47,108 $44,885 $41,637 
Net pension liability as a percentage of covered payroll 70% 47% 36% 


Game Wardens’ and Peace Officers’ Retirement System 


Schedule of Employer Contributions 
For the Fiscal Year Ended June 30 
(dollars in thousands) 


2017 2016 2015 

Contractually required contributions $4,447 $4240 $4,040 
Contributions in relation to the 

contractually required contributions 4,447 4,240 4,040 
Contribution deficiency/(excess) $  - § ep oe 
Covered payroll $49,381 $47,108 $44,885 
Contributions as a percentage of 

covered payroll 9% 9% 9% 


' Schedules are intended to present information for 10 years. Additional years will be displayed as they become available. 
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Notes to Required Supplementary Information 


Game Wardens’ and Peace Officers’ Retirement System 


For the Year Ended June 30, 2017 


Method and assumptions used in calculations of contractually determined contributions: The contractually 
required contribution rates are determined on an annual basis for the fiscal year beginning July 1, 2016, determined 


as of June 30, 2016. 


The following key methods and assumptions were used to determine the contractual contribution rates reported in 


that schedule: 
Timing 


Actuarial cost method 
Amortization method 
Remaining amortization period 
Asset valuation method 

Wage inflation 

Salary increases 

Inflation 

Investment rate of return 
Mortality (healthy) 


Mortality (disabled) 


ADCs are determined on the valuation date payable in the fiscal year 
beginning immediately following the valuation date 

Entry age Normal 

Level percentage of pay, open 

30 years 

4-year smoothed market 

4.00% 

4.00% to 11.30%, including inflation 

3.00% 

7.75%, net of pension plan investment expense, including inflation 
RP-2000 Combined employee and annuitant mortality table projected 
to 2015 using scale AA 

RP-2000 Combined employee and annuitant mortality table 


Changes of assumptions: No changes in assumptions or other inputs that affected the measurement date have been 


made since the prior measurement date. 


Required Supplementary Information 
State of Montana as an Employer Entity 


Public Employees’ Retirement System-Defined Benefit Retirement System 
Schedule of Proportionate Share of the Net Pension Liability ' 
For the Year Ended June 30 
(dollars in thousands) 
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2017 2016 2015 

Employer's proportion of the net pension liability 53.241100%  53.611080% 53.223780% 
Employer's proportionate share of the net pension liability $906,880 $749,414 $663,174 
Employer's covered payroll $621,755 $620,286 $597,083 
Employer ’s proportionate share of the net pension liability 

as a percentage of its covered payroll 146% 121% 111% 
Plan fiduciary net position as a percentage of the total 

pension liability 75% 78% 80% 


Public Employees’ Retirement System-Defined Benefit Retirement System 
Schedule of Employer Contributions ! 
For the Fiscal Year Ended June 30 
(dollars in thousands) 


2017 2016 2015 

Contractually required contributions $56,256 $59,073 $58,575 
Contributions in relation to the 

contractually required contributions 56,256 59,073 58,575 
Contribution deficiency/(excess) $ $ -_$ = 
Covered payroll $648,671 $621,755 $620,286 
Contributions as a percentage of 

covered payroll 9% 10% 9% 


' Schedules are intended to present information for 10 years. Additional years will be displayed as they become available. 


Public Employees’ Retirement System-Defined Benefit Retirement System 
Notes to Required Supplementary Information 
For the Year Ended June 30, 2017 


Method and assumptions used in calculations of contractually determined contributions: The contractually 
required contribution rates are determined on an annual basis for the fiscal year beginning July 1, 2016, determined 


as of June 30, 2016. 


The following actuarial methods and assumptions were used to determine contractual contribution rates reported in 


that schedule: 


Timing 
beginning immediately following the valuation date 


ADCs are determined on the valuation date payable in the fiscal year 


Actuarial cost method Entry age Normal 

Amortization method Level percentage of payroll, open 

Remaining amortization period 27.2 years 

Asset valuation method 4-year smoothed market 

Wage inflation 4.00% 

Salary increases 4.00% to 10.00%, including inflation 

Inflation 3.00% 

Investment rate of return 7.75%, net of pension plan investment expense, including inflation 

Mortality (healthy) RP-2000 Combined employee and annuitant mortality table projected 
to 2015 using scale AA 

Mortality (disabled) RP-2000 Combined employee and annuitant mortality table 
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Changes of assumptions: The following changes have been made to the actuarial assumptions and methods: 


2015 Assumptions related to the Guaranteed Annual Benefit Adjustment (GABA) for members hired on or after 
July 1, 2013, have been added. 


Required Supplementary Information 
State of Montana as a Nonemployer Entity 


Public Employees’ Retirement System-Defined Benefit Retirement System 
Schedule of Proportionate Share of the Net Pension Liability ' 
For the Year Ended June 30 
(dollars in thousands) 


2017 2016 2015 
Nonemployer’s proportion of the net 
pension liability 0.956169% 0.956090% 0.961287% 
Nonemployer’s proportionate share of 
the net pension liability $16,287 $13,365 $11,978 
Plan fiduciary net position as a 
percentage of the total pension liability 75% 78% 80% 


Public Employees’ Retirement System-Defined Benefit Retirement System 
Schedule of Nonemployer Contributions 
For the Fiscal Year Ended June 30 
(dollars in thousands) 


2017 2016 2015 
Contractually required contributions $28,763 $30,800 $32,397 
Contributions in relation to the 
contractually required contributions 28,763 30,800 
Contribution deficiency/(excess) $ -_$ : 


32,397 
$ . 


' Schedules are intended to present information for 10 years. Additional years will be displayed as they become available. 


Public Employees’ Retirement System-Defined Benefit Retirement System 
Notes to Required Supplementary Information 
For the Year Ended June 30, 2017 


Method and assumptions used in calculations of contractually determined contributions: The contractually 
determined contribution rates are set forth by the Legislature and are contained within the Montana Code Annotated 
(MCA). The amounts used for the valuation as of the year ended June 30, 2016, are as follows: 


Special Funding 
The State contributes 0.1% of member compensation on behalf of local government entities per Section 19- 
3-319, MCA. 
The State contributes 0.37% of member compensation on behalf of school district entities per Section 19-3- 
319, MCA. 


Changes of assumptions: No changes in assumptions or other inputs that affected the measurement date have been 
made since the prior measurement date. 


Required Supplementary Information 
State of Montana as an Employer Entity 


Sheriffs’ Retirement System 
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Schedule of Proportionate Share of the Net Pension Liability ' 


For the Year Ended June 30 
(dollars in thousands) 


2017 2016 2015 
Employer's proportion of the net pension liability 5.454386% 5.637055% 5.535% 
Employer's proportionate share of the net pension liability $9,582 $5,434 $2,304 
Employer's covered payroll $3,850 $3,836 $3,580 
Employer ’s proportionate share of the net pension 
liability as a percentage of its covered payroll 249% 141% 64% 
Plan fiduciary net position as a percentage of the total 
pension liability 63% 75% 87% 
Sheriffs’ Retirement System 
Schedule of Employer Contributions 
For the Fiscal Year Ended June 30 
(dollars in thousands) 
2017-2016 = 2015 
Contractually required contributions $368 $389 $388 
Contributions in relation to the 
contractually required contributions 368 389 388 
Contribution deficiency/(excess) $ $ - $_- 
Covered payroll $3,634 $3,850 $3,836 
Contributions as a percentage of 
covered payroll 10% 10% 10% 


' Schedules are intended to present information for 10 years. Additional years will be displayed as they become available. 


Sheriffs' Retirement System 
Notes to Required Supplementary Information 
For the Year ended June 30, 2017 


Method and assumptions used in calculations of contractually determined contributions: The contractually 
required contribution rates are determined on an annual basis for the fiscal year beginning July 1, 2016, determined 
as of June 30, 2016. The following actuarial methods and assumptions were used to determine contractual 


contribution rates reported in that schedule: 


Timing ADCs are determined on the valuation date payable in the fiscal year 
beginning immediately following the valuation date 

Actuarial cost method Entry age Normal 

Amortization method Level percentage of payroll, open 

Remaining amortization period 30 years 

Asset valuation method 4-year smoothed market 

Wage Inflation 4.00% 

Salary increases 4.00% to 11.30%, including inflation 

Inflation 3.00% 

Investment rate of return 7.75%, net of pension plan investment expense, including inflation 

Mortality (healthy) RP-2000 Combined employee and annuitant mortality table projected 
to 2015 using scale AA 

Mortality (disabled) RP-2000 Combined employee and annuitant mortality table 


Changes of assumptions: No changes in assumptions or other inputs that affected the measurement date have been 


made since the prior measurement date. 
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Required Supplementary Information 
State of Montana as a Nonemployer Contributing Entity 


Municipal Peace Officers’ Retirement System 
Schedule of Proportionate Share of the Net Pension Liability ' 
For the Year Ended June 30 
(dollars in thousands) 


2017 2016 2015 
Nonemployer's proportion of the net pension liability 66.499650%  66.954111%  66.888728% 
Nonemployer's proportionate share of the net pension 
liability $119,708 $110,756 $105,106 
Plan fiduciary net position as a percentage of the total 
pension liability 66% 67% 67% 


Municipal Peace Officers’ Retirement System 
Schedule of Nonemployer Contributions ! 
For the Fiscal Year Ended June 30 
(dollars in thousands) 


2017 2016 2015 
Contractually required contributions $13,215 $13,752 $13,433 
Contributions in relation to the 
contractually required contributions 13,215 13,752 13,433 
Contribution deficiency/(excess) $ : $ : $ 


' Schedules are intended to present information for 10 years. Additional years will be displayed as they become available. 


Municipal Peace Officers’ Retirement System 
Notes to Required Supplementary Information 
For the Year Ended June 30, 2017 


Method and assumptions used in calculations of contractually determined contributions: The contractually 
determined contribution rates are set forth by the Legislature and are contained within the Montana Code Annotated 


(MCA). The amounts used for the valuation as of the year ended June 30, 2016, are as follows: 


The State contributes 29.37% of member compensation on behalf of all employer entities per Section 19-9- 


702, MCA. 


Changes of assumptions: No changes in assumptions or other inputs that affected the measurement date have been 


made since the prior measurement date. 


Required Supplementary Information 
State of Montana as an Employer Entity 


Firefighters’ Unified Retirement System 


Schedule of Proportionate Share of the Net Pension Liability ' 


For the Year Ended June 30 
(dollars in thousands) 


2017 2016 2015 
Employer's proportion of the net pension liability 2.261523%  2.399255%  1.850026% 
Employer's proportionate share of the net pension liability $2,583 $2,454 $1,806 
Employer's covered payroll $974 $986 $735 
Employer ’s proportionate share of the net pension liability 
as a percentage of its covered payroll 265% 249% 245% 
Plan fiduciary net position as a percentage of the total 
pension liability 75% 77% 77% 
Firefighters’ Unified Retirement System 
Schedule of Employer Contributions ! 
For the Fiscal Year Ended June 30 
(dollars in thousands) 
2017-2016 ~=— 2015 
Contractually required contributions $472 $475 $142 


Contributions in relation to the 
contractually required contributions 472 475-142 


Contribution deficiency/(excess) $ - $- $ 
Covered payroll $1,022 $974 $986 
Contributions as a percentage of 

covered payroll 46% 49% 14% 


' Schedules are intended to present information for 10 years. Additional years will be displayed as they become available. 


Method and assumptions used 


Firefighters’ Unified Retirement System 
Notes to Required Supplementary Information 
For the Year Ended June 30, 2017 


in calculations of contractually determined contributions: The contractually 


required contribution rates are determined on an annual basis for the fiscal year beginning July 1, 2016, determined 
as of June 30, 2016. The following actuarial methods and assumptions were used to determine contractual 
contribution rates reported in that schedule: 


Timing 


Actuarial cost method 
Amortization method 
Remaining amortization period 
Asset valuation method 

Wage inflation 

Inflation 

Salary increases 

Investment rate of return 
Mortality (healthy) 


Mortality (disabled) 


ADCs are determined on the valuation date payable in the fiscal year 
beginning immediately following the valuation date 

Entry age Normal 

Level percentage of payroll, open 

10 years 

4-year smoothed market 

4.00% 

3.00% 

4.00% to 11.30%, including inflation 

7.75%, net of pension plan investment expense, and including inflation 
RP-2000 Combined employee and annuitant mortality table projected 
to 2015 using scale AA 

RP-2000 Combined employee and annuitant mortality table 
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Changes of assumptions: No changes in assumptions or other inputs that affected the measurement date have been 
made since the prior measurement date. 


Required Supplementary Information 
State of Montana as a Nonemployer Contributing Entity 


Firefighters’ Unified Retirement System 
Schedule of Proportionate Share of the Net Pension Liability ' 
For the Year Ended June 30 
(dollars in thousands) 


2017 2016 2015 


Nonemployer’s proportion of the net pension liability 67.809541%  67.358196%  68.005182% 
Nonemployer’s proportionate share of the net pension 


liability $77,448 $68,892 $66,384 
Plan fiduciary net position as a percentage of the total 
pension liability 75% 77% 77% 


Firefighters’ Unified Retirement System 
Schedule of Nonemployer Contributions ! 
For the Fiscal Year Ended June 30 
(dollars in thousands) 


2017 2016 2015 
Contractually required contributions $14,042 $13,635 $13,573 
Contributions in relation to the 
contractually required contributions 14,042 13,635 13,573 
Contribution deficiency/(excess) $ -_ $ -_$ : 


' Schedules are intended to present information for 10 years. Additional years will be displayed as they become available. 


Firefighters’ Unified Retirement System 
Notes to Required Supplementary Information 
For the Year Ended June 30, 2017 


Method and assumptions used in calculations of statutorily determined contributions: The statutorily determined 
contribution rates are set forth by the Legislature and are contained within the Montana Code Annotated (MCA). The 
amounts used for the valuation as of the year ended June 30, 2016, are as follows: 


The State contributes 32.61% of member compensation on behalf of all employer entities per Section 19-13- 
604, MCA. 


Changes of assumptions: No changes in assumptions or other inputs that affected the measurement date have been 
made since the prior measurement date. 
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Required Supplementary Information 
State of Montana as a Nonemployer Contributing Entity 


Volunteer Firefighters’ Compensation Act 
Schedule of Proportionate Share of the Net Pension Liability ' 
For the Year Ended June 30 
(dollars in thousands) 


2017 2016 2015 


Nonemployer’s proportion of the net pension liability 100% 100% 100% 
Nonemployer’s proportionate share of the net pension 

liability $10,599 $10,504 $5,089 
Plan fiduciary net position as a percentage of the total 

pension liability 76% 76% 87% 


Volunteer Firefighters’ Compensation Act 
Schedule of Nonemployer Contributions ! 
For the Fiscal Year Ended June 30 
(dollars in thousands) 


2017 2016 2015 
Contractually required contributions $2,054 $2,024 $1,913 
Contributions in relation to the 
contractually required contributions 2,054 2,024 1,913 
Contribution deficiency/(excess) $ - $ - §$ 


' Schedules are intended to present information for 10 years. Additional years will be displayed as they become available. 


Volunteer Firefighters’ Compensation Act 
Notes to Required Supplementary Information 
For the Year Ended June 30, 2017 


Method and assumptions used in calculations of actuarially determined contributions: The statutorily determined 
contribution rates are set forth by the Legislature and are contained within the Montana Code Annotated (MCA). The 
amounts used for the valuation as of the year ended June 30, 2016, are as follows: 


The State contributes 5% of certain fire tax insurance premiums paid per Section 19-17-301, MCA. 


Changes of assumptions: No changes in assumptions or other inputs that affected the measurement date have been 
made since the prior measurement date. 
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Required Supplementary Information 
State of Montana as an Employer Entity 


Teachers’ Retirement System 
Schedule of Proportionate Share of the Net Pension Liability ' 
For the Year Ended June 30 
(dollars in thousands) 


2017 2016 2015 

Employer's proportion of the net pension liability 3.121008%  3.422388%  4.689747% 
Employer's proportionate share of the net pension liability $57,016 $56,230 $72,168 
Employer's covered payroll $28,915 $31,252 $32,937 
Employer ’s proportionate share of the net pension liability 

as a percentage of its covered payroll 197% 179% 219% 
Plan fiduciary net position as a percentage of the total 

pension liability 67% 69% 70% 


Teachers’ Retirement System 
Schedule of Employer Contributions ! 
For the Fiscal Year Ended June 30 
(dollars in thousands) 


2017 2016 2015 
Contractually required contributions $17,396 $16,946 $16,234 
Contributions in relation to the 
contractually required contributions 17,396 16,946 16,234 


Contribution deficiency/(excess) $ -_ $ -_$ : 
Covered payroll $26,944 $28,915 $31,252 
Contributions as a percentage of 

covered payroll 65% 58% 52% 


' Schedules are intended to present information for 10 years. Additional years will be displayed as they become available. 


Teachers’ Retirement System 
Notes to Required Supplementary Information 
For the Year Ended June 30, 2017 


Changes of assumptions: The following changes in assumptions or other inputs that affected the measurement date 
have been made since the prior measurement date: 


e The normal cost method has been updated to align the calculation of the projected compensation and the total 
present value of plan benefits so that the normal cost rate reflects the most appropriate allocation of plan costs 
over future compensation. 

Method and assumptions used in calculations of actuarially determined contributions: The actuarially determined 
contribution rates are determined on an annual basis for the fiscal year beginning July 1, 2016, determined as of June 
30, 2016. 


The following actuarial methods and assumptions were used to determine actuarial contribution rates reported in that 
schedule: 


Actuarial cost method Entry age 

Amortization method Level percentage of pay, open 

Remaining amortization period 24 years 

Asset valuation method 4-year smoothed market 

Inflation 3.25% 

Salary increase 4.00% to 8.51%, including inflation for non-University Members and 


5.00% for University Members 
Investment rate of return 7.75%, net of pension plan investment expense, and including inflation 
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Required Supplementary Information 
State of Montana as a Nonemployer Contributing Entity 


Teachers’ Retirement System 
Schedule of Proportionate Share of the Net Pension Liability ' 
For the Year Ended June 30 
(dollars in thousands) 


2017 2016 2015 
Nonemployer’s proportion of the net pension liability 38.729473%  39.384625%  38.777294% 
Nonemployer’s proportionate share of the net pension 


liability $707,527 $647,092 $596,724 
Plan fiduciary net position as a percentage of the total 
pension liability 67% 69% 70% 


Teachers’ Retirement System 
Schedule of Nonemployer Contributions ! 
For the Fiscal Year Ended June 30 
(dollars in thousands) 


2017 2016 2015 
Contractually required contributions $43,028 $42,400 $42,806 
Contributions in relation to the 
contractually required contributions 43,028 42,400 42,806 
Contribution deficiency/(excess) $ a) -_$ = 


' Schedules are intended to present information for 10 years. Additional years will be displayed as they become available. 


Teachers’ Retirement System 
Notes to Required Supplementary Information 
For the Year Ended June 30, 2017 


Method and assumptions used in calculations of contractually determined contributions: The contractually required 
contribution rates are set forth by the Legislature and are contained within the Montana Code Annotated (MCA). The 
amounts used for the valuation as of the year ended June 30, 2016, are as follows: 


The State contributes 0.11% of the compensation of members participating per Section 19-20-604, MCA. 


The State contributes 2.38% of member compensation on behalf of school district and community college 
entities per Section 19-20-607, MCA. 


The State contributes a $25 million payment from the General Fund per Section 19-20-607, MCA. 


Changes of assumptions: No changes in assumptions or other inputs that affected the measurement date have been 
made since the prior measurement date. 
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REQUIRED SUPPLEMENTARY INFORMATION 


NOTE RSI - 3. OTHER POSTEMPLOYMENT BENEFITS PLAN INFORMATION (OPEB) 


The State of Montana and MUS OPEB plans allow retirees to participate, as a group, at a rate that does not cover all of 
the related costs. This results in the reporting of an “implied rate” subsidy in the related financial statements and 
footnotes. While this liability is disclosed for financial statement purposes, it does not represent a legal liability of the 


State or any of its component units. 


In accordance with GASB Statement No. 45, the following information is presented to reflect the funding progress of 


the Other Postemployment Benefits Plans. 


Other Postemployment Benefits Plan Information 
Schedule of Funding Progress 
(in thousands) 


Actuarial UAAL as 
Actuarial Accrued Annual Percentage 
Actuarial Value of Liability (AAL) Unfunded Funded Covered of Covered 
Valuation Assets Entry Age (UAAL) Ratio Payroll Payroll 
Date (a) (b) (b-a) (alb) (c) ((b-a)/c) 
State Agent Multiple Employer Plan 
1/1/2011 $- $337,274 $337,274 0.00% $521,881 64.63% 
1/1/2013 $- $366,739 $366,739 0.00% $616,158 59.52% 
1/1/2015 $- $347,935 $347,935 0.00% $645,888 53.87% 
MUS Agent Multiple Employer Plan 
7/1/2011 $- $191,017 $191,017 0.00% $371,802 51.38% 
7/1/2013 $- $114,498 $114,498 0.00% $400,017 28.62% 
7/1/2015 $- $110,494 $110,494 0.00% $416,565 26.53% 


REQUIRED SUPPLEMENTARY INFORMATION 
NOTE RSI- 4. RISK MANAGEMENT TREND INFORMATION 


The following tables present risk management trend information for the Hail Insurance Fund and the MUS Group Benefits 
Fund. The Hail Insurance Fund pays claims within a calendar year cycle that parallels the growing season from spring 
planting to fall harvesting; therefore, it has no development cycle. The MUS Group Benefits Fund has a three to five-year 
development cycle. 


The tables illustrate how the earned revenues (net of reinsurance) of the funds and their investment income compare to 
related costs of loss (net of loss assumed by reinsurers) and other expenses assumed by the funds as of the end of the fiscal 
year (in thousands). Section 3 shows the funds’ incurred claims and allocated claim adjustment expense (both paid and 
accrued) as originally reported at the end of the first year in which the event that triggered coverage under the contract 
occurred. Section 4 shows the cumulative amounts paid as of the end of successive years for each policy year. Section 6 
shows how each policy year's incurred claims increased or decreased as of the end of successive years. This annual re- 
estimation results from new information received on known claims, reevaluation of existing information on known claims, 
as well as emergence of new claims not previously known. Section 7 compares the latest re-estimated incurred claims 
amount to the amount originally established (Section 3) and shows whether this latest estimate of claims cost is greater or 
less than originally thought. As data for individual policy years mature, the correlation between original estimates and re- 
estimated amounts is commonly used to evaluate the accuracy of incurred claims currently recognized in less mature policy 
years. This table will be revised as data for successive policy years develops. 


A-191 


A-192 


a ee ik i er a ie See 
ser's$ Log‘z$ Lo6‘e$ 60E'9$ 809'r$ LZz'e$ LLSELS 099'9$ vce $ 618 $ 
oe ee ee ee as a A 
096'L$ 8vz'c$ EZL'ES$ vrl'9$ LS8'€$ L8s'L$ G87 EL$ €v9'9$ 68l $ L418 $ 
ser's$ Log‘z$ Lo6'e$ 60€E'9$ 809'r$ AMA LLS‘EL$ 099'9$ vce $ 618 $ 
SBr'l$ €6S'e$ LEg9'e$ SVS‘ L$ g0e'c$ Z9S'E$ CeO'L $ vZL'L$ ver $ Sov $ 
BLLZ$ 9r78'9$ 998'9$ O12'9$ veo'Z$ LOL'Z$ 620'8 $ 09z'9$ OOL'L$ LvLib$ 
: : : 7 : 7 - 610'% 9rE'9 LLL’ 
BLL L$ 9r78'9$ 998'9$ O1L'9$ veo'z$ LOL'z$ 620'8 $ 60€'8$ or‘ L$ 8L6'S$ 
8002 6002 0102 LLOZ ZL02 €L02 vLO~ SLOZ 9102 LL02 


UOI}EWIOJU] JUaUIdOJaAeq SWIe|D 
wei6oig sdUeINSU] [12H PULJUOI] JO 9}e}S 


4eaK Adjod yo pus wold sasuedxa 
pue sasso| poasinou! jou payewjsa 
ul (a9seaiD9p) asealDU] "7 


Jaye] sueaA SuIN 
Jaye] sueoK jy bIg 
Jaye] sueah UsAeS 
Jaye] s1e9K XIS 
Jaye] sueak aAl4 
Jaye] sueaA Jno4 
Jaye] sueaX aasyL 
Jaye] sueak OM 
Jaye] Jeah 8UD 
sea Aoyod jo pug 
:asuedxe pue 
S9SSO] POINOU! JOU P9}EWI}S9-ay °9 


sosuaedxa 
pue Sasso] papsod pa}eulljsa-ay ‘G 


Jaye] sieoX SUIN 
Jaye] sreoK jy big 
Jaye] sueah UsAeS 
Jaye] sueah xIS 
Jaye] sueoK aal4 
Jaye] sueaA Jno4 
Jaye] sueaX aasyL 
Jaye] sueak OM 
Jaye] Jeah BUC 
sea Aoyod jo pug 
1yO se (@AI}e;NWIND) pied JON ‘p 


seak yuaplooe Jo pus 
sesuedxa pue sasso] peyewnsy “¢ 


peeyseao Gulpnyjou! 
sesuadxa pa}eso}|eun *Z 


peules Jen 
papad 
peueg 
anuaaal 

JUSW}S9AU! puke SUIN|Wald ‘| 


A-193 


(Loz'y$) (evs $) (Zov'e$) (€9l'9$) (800'9$) (680'9$) (z96'2 $) (zev'y $) Sere $ - $ 
ELZ'LS 

ElZ1S  —-S6r'SS 

ElZ1S  — G6"'GG = 89129 

ElZ1G S6r'SS = 89L'79_—«9G'8S 

ElZlS  S6r'SG = 89L'7@9_—«9GL'8S~—sbE'eG 

Elw1S G6r'sG =L9L'79 = 9Gl'8G ~—swzE'BG ~=—(EZ'ED 

ZiwlG = G6V'SG = 9ML'Z@9_—s«GL'8G ~—swzE'BG = EZ'ED = GL G'ED 

66l'lS 6r'SS  srl'z9  9cl'eG — gte'eG = Ez'ED = GL BED L26'z8 

ogg'es = LEGG = 80Z'09.— 900°29 lve'co = Orh's9 = 9OL'69 ss BLZ'LL SL V'68 

vly'ss$ — sze'09$_— GAG'GOS— GLG'VOS ~=—s«LEE'WO$ = Gze'69$ = LB'LAG = EGE'LES = CET'L8$ §=—_Z08'SB S$ 
: $ $ - $ - $ - $ - : $ - $ - $ - $ 
ELZ'LS 

ElZlS  —-S6r'Ss 

ElZ1S = G6"'SGG = 89179 

ElZ1S  G6”'SG = B9L'Z9_— 9GL'8S 

ElZ1G  G6V'SG = BOL'Z9_—«9GL'8G~—swE'BG 

Elw1S  G6r'GG = Z9L'7@9—s«GL'8G = vee'eG = ET'ED 

ZizlG = G6V'SG ~=—s«9L'Z@9_—s9GL'8G = weE'BG = EZ'ED = GLB 'ED 

66l'lG 6r'SG  srl'z9  9S/'eS gie'sS ~=—ssgez'eg = GBD =“ O@H'ZB 

Evl'lS ger'cG = SL L'z@9_—séLL'8G = BZ'8G =—sOZ'ED—sHLB'ED = zO9'ZB Lyy'6Z 

LLL'vy$  6Sr'sr$  o9s'zs$ 909'LS$ OPO'LS$  E8E'9G$  LGZz'Z5$ G90'74$ s9689$ zéEr'sa $ 
vly'ss$ 8ze'09$_ = GLG'GOS = GLG'VOS ~=—sdLEE'VOS = Gze'69$ = ALB'LZG = GEES = CET ZS = z08'SB $F 
voe'z $ ezbes$ 62vesS E9Nr$ E90r$ BEeES LBV $ BEL'GS$ EzI'S$ L's $ 
Lev'zo$-— eLG'6S$ = stB'z9$— BLO'ELS —LLO'GL$ = GOS'OZ$ = LGZ'6LG = VOL'OBS = LOZ BS = ESI'O0IS 
8002 6002 010z LL0z ZL0Z 102 vL0z $L0z 9102 L10Z 


UOI}EUOJU] JUBUIdO][aAeq SUIe|D 
SUWIE|D Xx ‘UOISIA ‘Je}U9Q ‘[eDIPa| — Wa}SAg A}ISJOAIUT PURO 


4eaK Adjod jo pus wold sasuadxa 
pue sasso| pa.unoul jou pazewijsa 
ul (asea199p) aseaJOU] “2 


Jaye] sieoA SUIN 
Jaye] sueaX yy 6Ig 
Jaye] sea UBAeS 
Jaye] sea XIS 
Jaye] sueaK ani 
Jaye] sueaK Ino4 
Jaye] sueaK sos] 
Jaye] sreak OML 
Jaye] Jeah BUD 
dea Aoyod jo pug 
:asuedxe pue 
S9SSO] POINDU! JOU P9}EWI}S9-ay °9 


sosuadxa 
pue sasso] papsod paj}eulljsa-ay ‘G 


Jaye] sieoA SUIN 
Jaye] sueaX yy6Ig 
Ja}e] sueah UBAVS 
Jaye] s1e9K XIS 
Jaye] sueoK aal4 
Jaye] sueaK 4no4 
Jaye] sueaK sos] 
Jaye] sueak OM 
Jaye] Jeak 3UC 
Jeak Aoyod Jo pug 


1yO se (@AI}e;NWIND) pled JON ‘p 


seak yUuaplooe Jo pua 
sesuedxa pue sasso] payewysy “¢ 


peeyseao Bulpnyjou! 
sesuadxa pa}yeso}|/eun *Z 


anuaney 
JUSW}S9AU! puke SUINIWald ‘| 


€SL‘9E9S UONINN PI!YyD 10J sasuadxq eaijesjsiulwUpy ajeis 09S'OT 
9S9‘8E8'TTS VET‘7L9S WeISOJd POY BED INP pue PIU) 8GS'OT 
ZEE‘6LE'VTS ELT‘'ELY'VS UaJp|IYD pue ‘sjueu] ‘UDWOM JO} WeISOJd UONINN [eyUawWajddns jeisads = SGOT 
voO9‘ES SadAO|CWUW UO!IINN JOOYIS JO} SPJepUe YS JEUOISSAJOJg LVS'OT 
v8s‘Ees 9-896TS000D = Noss Jo AysuaAluy 
6726S E809TS Azssalup ayes sesuey 
OSO‘TZS GITLTS Ajsuaatun aye3s sesuey 
6T TVS 6ZLOTS  Ajlsuaalup ajeys sesuey 
Svs‘Ss LSTLTS Ajsuaatun aye3s sesuey 
OL6‘09T‘ES 60c'77S BIIAJBS UO!SUA}XJ BAI}e19d00D O0S'OT 
SST‘87Z8S uoljadsu Auyj]Nod pue yea] 3}e}Se4}U] JO} S9}CIS YUM SJUBWdaIBY aAI}eEIadOOD = G/ VT 
L69‘7TS HLIAS JONIA = 88 a]]OD AyuUNWWod 498g WO4 
Jajua Yydieasay AdljOog SuayUeY pue SJaWUeY pasejueApesig Ajjei0s V9v'OT 
v60'VLS sdiyssauyed uolzeonpy JuaWaseueW \SIY O9V'OT 
6E6'VTS SJUBID UO!eIps|| F3€1S = GEV'OT 
778‘EVS SJUCID UO!JEAJASAIg BUISNOH |eINY EE€v'OT 
80S‘ELS Tvc‘9Es (U4) SAITEIJU] YDdeasay poo pue ainynousy OTEOT 
O9€S EEVZT-vZV8E-ZOOZ aBa|jOD deurxjag Ho4 
WwesZ0Jq Yseasay SUOIINISU] HEET LZZOT 
€5S'V90'TS 6vS‘OLES |J}@ Wey - WessOJg JUeID YIO]g doy Ayelseds = OLT'OT 
LVE'OSTS UO!JOW Od PUL UO!}D9}OJg JOHILI! ~=EYT'OT 
LOL'TCS uoljezipsepueys pue Sulpesy uoljedsuj Z9T‘OT 
OLS‘7L$ WEIZOJd BAIJUTOU| JEUGeH pue ssad0Vy JIqng AeyUN|OA €60'OT 
T66‘Z90‘TS 000‘StS adep JEWIUY Pue ‘|O1]UOD Jsaq ‘aseasiq jewluUY pue yue|q SZO'OT 
€TLs ZTODLE Adsuaalup azeys eOYeQ YyINOS 
yoieasay paddy pue diseg Yyoieasay jeinynousy TOO'OT 
JYNLININYOV JO LNIINLYVd3iG 
LEL‘7Ov‘'v$ TWLOL IDIAYAS ALINNININOD 8 IVNOILVN YOI NOILVYOdYOD 
LEL‘2Ov‘vs TW1LOL 
S09‘TO9S POJIWY 0} BIIAJIS Ul SIBBIUN|OA, =ETO'VG 
8T0‘99S aouelsissy jed]uYyda| pue Sulules| 6006 
€L9‘TOS‘ES L6v‘TEC‘ES sdiojuawy 900'V6 
TOS‘EE7S SUOISSIWILUOD 2381S €00'V6 


*ajnpaypds siy} yo Wed jesZa}uI Ue ase Sajou SulAUedWoOdIe aYL 


A-194 


JDIAYAS ALINNINWOD °8 IVNOILVN YO4 NOILVYOdYOD 
sainyipuadx] 


sjuaidisaiqns 0} JuNowY 
L10Z ‘O€ aunf papuq sea, jeds!4 ay} 404 
spsemy [e4apaj jo saunyipuadxy jo ajnpayos 
euej UW JO 9323S 


A-195 


768'€07S TEC‘LSS (sjsOD aAI}e1}S|UILUpY) WWeIZOJg BdUe}sISSY pOOy ADUaSJaWyA «=89G'OT 
G8T‘TEO'7S WeJIZO1d poor jejUawWajddns Ayjpowwoy S9S'OT 
dajsnjjz UOlINg!4}sIg poos 
€sr‘7ly'brs IWLOL 
690'860‘CS TS9‘TZO'CS UaJIP|IYD JO} WeISOJd BIIAJIS pooy JawWWNS 6SS°0T 
OTO‘ETS OTO‘ETS UdJIP|!YD JO} WeISOJd HINA |E1I9EdS = 9SS"OT 
7SC‘LS0‘CES B8E8‘LS7'ZES WeJZ01g YOUNT [OOYIS [eEUOIIEN SSS‘OT 
7SL‘EV8‘6S OZE‘ESL'ES WesdO1d SeyYe91g JOOYIS ESOT 
4aJSN[D UONINN PIlyD 
TZ8‘260‘LS$ IWLOL 

V68‘EVES SJUCID JOfe|\|-UON SNoaue|jadsiAl XXN'OT 

9Sv‘067S NOW vTOz = 4a|yoeW Je 

96L‘LLS NOW vTOZ Yyouey swepy 
WeIZOd SAAI}UBIU| AyeNH je}UaWUOIIAU ZT6'OT 
BES‘EETS S9ov'vTS UOIJEAJASUOD Ja}EM PUe 10S ZO6'OT 
O8€‘06S sjuawaalsy diysiaued 669°0T 

LOS‘LUS 98Z6p UO!JePUNOJ a4!|PIIM pue Ysij |LUOIeN 
UOIJEPUNOY A4!|P]IM Pue Ysiy |eEUOHeN  €89°0T 
Z9E‘OSTS 9ES‘80TS U01}99}01d YESH IS8404 089'OT 
S7@6‘TTS‘9S weiso0jiq Aveda] 389104 9/9°0T 
TL9‘ZTS OSL‘SS aouUejsissy UO!IEZIII POOM  VL9'OT 
8677S UO!}EAJBSUOD AdedSpue] aAI}eEJ9dO0D = 99'0T 
6€0‘69S‘VS 809‘0EE'7S aouejsissy Ajjsaso4 aAljesadooD = 99 0T 
T86'7Z9S G9E‘OES youeasay Aujses04 = 7S9'0T 

9779S LIOTLW = uol}eIDOssy apedy jeunynosy sajeys payun Welsay\ 

666'EES LT0@ VO" LIN «= HOdxq salyauayd 490}saAI7 Sa}e3S payUy 
WeIZO1dg SS9DDV JIE = TO9'OT 
9ET‘V68'TS 97O‘VT8‘TS WeIZ01d ajqejada pue N14 Yysel4 78S'OT 
GTE‘ELES 976‘09S ApGejeny payuiy sjUeID Aseuoljas9siq UOIIINN PIIYD 6LS°OT 
OST‘090‘TS 9L6‘E0ES (SOM) sezeis OL SIUEID DIM = 8ZS'OT 
tv7e'76$ O6T‘Z8S WeIZO1d UOIJINN Joye) SHBWeY JOIUSS —9/S'OT 
OT9‘8TS WeITOJd JULI JOOYIS 0} WHEY = S/S'OT 
vLO‘Z8ES SJUCID UO!INN Weel LLS°OT 
T9S‘8t$ 0s9$ (dNW4) Wes80Jg UONINN Jee] SYauWe4 DIM = 7ZGOT 
€77'SS9'SS 9v0‘SOL‘TS SUO!}EAJaSaY Ue!pU] UO WeISOJg UOIINII}SIG POO4 ~=L9G°OT 


sainyipuadx] 


squaidisaiqns 0} UnowY 


‘ajynpaypds siy} Jo Wed jesZa}U! Ue ase SajoU SUIAUedWOdIe aYL 


L10Z ‘O€ aunf papuq sea, jeds!4 ay} 404 
spsemy |e4apaj jo saunyipuadxy jo ajnpayos 
eue UW] JO 9321S 


A-196 


zOv‘00z$ 
OSL‘ELS 


60L'87$ 
859'9S 
779'66ES 
€6L'SS 
9LT'T9S 
CELTS 


88T‘Z80‘V$ 


OTT‘LLT‘ES 
v9@'v6L'7S 
9v8'78ES 


8Z0‘0T6$ 
v90‘VOTS 
66€'9SSS 
Tve‘Lves 


Lets 


886‘EE0'T67$ 


69‘S7v‘E8TS 
ELV‘T8@‘7Ts 
Tvl‘ TLS 


@ve‘78Z'7$ 
@v7‘787'7S$ 


87L'078'E$ 
TL9‘G8S'TS 
sainyipuadx] 


*ajnpayds siy} yo Wed jesZa}U! Ue aie SajoU SuIAUedWOde aYL 


859'9S 


TWLOL IDYININOD JO LNINLYVdIG 


WILOL 


TWILOL 


TWILOL JUANLINIIYIV JO LNINLYVdIG 


TVLOL 
BEE‘B9TS 
TVLOL 
Cve'782'7S 
TVLOL 


squaldisaiqns 0} JunowYy 


SOd-TS0-O9-S-LIIN-E09C =—- UO!JeINpA Jeuolyeusa}U] JO 9}NZ}SU] 
€0d-ZTO-O9-S-LINN-E09T = UO!FeINP® JEUO!eUII}U] $O 93N}W4SU| 
sjuesd sulules] aunzjnD pue asgensue7] DLOY 
VUUV - (TES UOI}I9S) auNjONAYse4ju] [EJUSWIUOJIAUY A>] UJa}Seq Pue UaYINOS 
Saxe] a}e}Sq jeay JO Nalq Ul s|a}e}S 0} S}UaWAeY 
sajeys 0} aduUejsIssy SuU|UUe|d 
7@7ST-7-ST-008rdS uo0lJeJOdIOD JUaWIdOJaA|Gg JIWOUODA Axs BIg 
77Z9T-7-9T-008rdS uolJeIOdIOD JUaWIdOJaA|aG JIWOUO0DA AxS BIg 


YVAA NOILdO @ZST-Z-ST-0087dS Adoyiny JUaWdojanag I!WoU0dA AxS BIg 
SUJI4 SSOUISNG JO4 BDUBYSISSY JENUYII] JUBWIINIOId 


LSECT 
LOT ct 
anal 
OTT CT 


cOO'cT 


4SN3440 JO LNAWLYVd3dG 


JOUR SISSY juawysn[py JIWOUNDA 
JOUR IsSISSyY juawysn[py JIWUOUODF 


LOE TT 
LOE TT 


4ajsn|j Juawdojanag 21ul0u0z7 


yoeasjno uoljeonpq J0/pue ssauisng ‘ASojouysa| ‘adualIS 
diysuauyeg uolsua}xq Sulunqoeynueyy 

Z67VT Bulyseopeoig dIqQN¢q 404 UO!}eJOdI0D 
UOl}INJJsUOD pue BulUUe]_ SalyI9e4 SUOIEDSUNWIWODAIa1 II|GNdg 
aouejsissy jeduYyIa| JUaUdojaAag D!WOU0D 


Oco'TT 
TT9O TT 


oss TT 
EOE TT 


JDYAININOD JO LNAWLYVd3sG 


WeIZOJg BOULSISSY UO!IIINN jeyUaWajddns ay} JO} SUeIDH Bulydye|A] SAIWesJS|UIWUIPY 33e1S T9S'OT 
WEIZOJd BIULNSISSY UO!PIINN jeyUawajddns TSs'OT 

daysniZ dVNS 
Sajeys 0} SJUBID - SpeOY pue s|jOOYyIS = S99'OT 


4a}sn[J spooy pub sjooyys arIAlas 1Sa404 


(SaljIPOWUWOD poOoj) WesJs0Jg BDUe\SISSY POOy ADUaSIaWA 


L10Z ‘O€ unr papug Jka, JeISI14 B43 404 


spsemy |eJapaj jo saunqipuadxy jo ajnpayos 


eBueUoW] JO 9}e}S 


69S°0T 


A-197 


SO06‘T8S 


60T‘7ZL‘SS 
SvO‘O8TS 
8S7‘097S 
68T‘8ELS 
CCELLE'CS 
86S‘Z6TS 
LS6‘SVS 
LOT‘O8S‘ZTS 
€S0'66'V$ 
L82‘O€0'7LS 
LEL‘8vvS 
LEv‘ects 
8€6‘6L6$ 
008‘90T‘trs 
€66'977'TS 


vET‘Obb' bys 


VET 9br'vySs 
8vr‘E0ES 
6IL‘TS 


Lev'Les 
vSE'C77S 
68L'vv7S 
vO7‘890'TS 
000‘60T‘TS 
667'TS 
(€8S‘ZS) 


SZ0‘0S0'vS 
6S7'S6E'TZS 
T9V'8E8'VTS 
sainyipuadx] 


ELO‘TED’SS 
LTv‘0cTs 


SET‘TES 
680‘T76‘7S 


660‘L98S 
v6r'6EL‘7vS 
80S‘8S6S 


TWLOL ISNIIIG AO LNINLYVdIG 


WILOL 


squaldisaiqns 0} unowYy 


*ajnpaypds siy} yo Wed jesZa}uU! Ue ase SajoU SUIAUedWOdDe aYL 


Q9ZOO9ITAGEZS 9 aaljoD AyUNWWOD Joasx9e/g 
UdJP|IYD UeIpU| JO} SWIEIZOI Jeldads -- UO!ZeEINpy UeIpU] 
sdajuay Sulusea] AylunWWOZ Aunjuaz sdI4-A}UaML 
UINOA pue UdJP]IyD SSajaWOH JO} uOIeNNpA 
SSI GESIG JUCDIJIUBIS ISO] FYI YUM S|ENPIAIPU] JO} SAdIAJaS JUaWAO|dWy payoddns 
SWeIZOJd JEUOIJEN Sal}UNWWOD pue sjooUdS aaJ4-3nN4IG pue aes 
Salley pue S}UejU] JO} SJUeID-UO!edNpg jel9ads 
puljg ae OY S|ENPIAIPU] JAP|O JO4 SBdIAJaS BUIAI] JUBPUddAapU] SAadIAJaS UO!eWIGeyoy 
WeIZOJdg UO!IJEUIPIOOD UO!}EINPY JUeIZI\| 
S9}EIS 0} SJUCID UO!ZEPIGQeyay |EUDIJEIOA, SADIAJAS UO!eWUWIGeyoy 
Sajeys 0} SJULID dISeg -- UOIJeEINpA jesuYyIa! pue Jade 
sueo7 uolyeonpgy Ajiwe |esapay 
ply Jeuolnyzysuy UO!ZeEINp® JaUsIH 
yyNO, puke Udp]IyD JUaNbUIjag pue paya|ZaN JO} WeIZOIg ADUaBY 93e3S | JIU 
WeIZO1d JUCID a}eIS UOIJeEINP® JuUeIsIIA\ 
sapuasy |PUd!IeINpy [e907 0} SJUCIN | a]UL 
Saje}s 0} SJULID JISeg - UO!I}EINP® yNpy 


NOILVWINGS 4O LNIINLYVdjd 


SJUBID JOfe|-UON SNoaueR]|aosiy 
66CO-T-ZT-O€786H Aouad Ayundas jeuoljeN 

WeIZOJd SJUCID SADUTINS JeEDIJEWAUIEL/| 

weiso0jd }UeID adensueq 

WeIZOJd JUCID SIBYIeD| 0} SdOOIL 


COd-vL1-91L1-LIN- E0972 
90d-€S0-D.11-S-LINN-€097 
vOd-S11-9.11-S-LAIN-E€09Z2 

VNVLNOW-SL1-ETO7 
COd-v11-911-S-LIN-€092 


uoljedNpy |euolzeuUsa}U] JO 9yNjI}sSu| 
uoljeoNpq |eCuolzeuUsa}U] JO 33NjI}sSu| 
uol}edNpy |eCuolzeuUsa}U] JO 9yNjI}sSu| 
uol}eINpy |euolzeuUsa}U] JO 33NjI}sSu| 
uol}eINpy |eCuolZeuUsa}U] JO 3yNjI}sSU| 

Jajuay Bulules] asensuey 

WeIZOJd ADNaI|eYD puenyd jeuonen 

syalodd (IAP3O) BDuUeUAajUleE|] pue SUOI}e1adO Aue) Psend jeuonen 

pseny jeuoljeN ‘UOIINIYsUOD AJEUIIIAI 


L10Z ‘O€ aunf papuq sea, jeds!4 ay} 404 
spsemy |eJapaj jo saunyipuadxy jo ajnpayas 
euejUOW] JO 9323S 


66C'78 
L808 
96T'V8 
L818 
v8T'vs 
T8178 
LLT'V8 
vrt'vs 
9CT' V8 
870'V8 
cE0' V8 
TEO' V8 
ETO'V8 
TLO'V8 
OTO'V8 
c00'”8 


XXN'CT 


TO06°CT 
006°cT 
Oc9°cT 


6L£9°CT 
vor'ct 
TOV'cT 
OOr'cT 


GVL‘SLS 8696# VICI 9aAl}e4ad003 UO!}eEINpy easy ejnossi|\| 
9T7‘79G‘LES 716‘8L5'EES sayeys OJ sjueI uoleoNpy |elsads =LZ0'8 
(vidi) 4a3snj9 uojwonpq jol2ads 
TZ9‘9ES‘Z8T$ IWLOL 
vIs‘LOT$ SURI JO[e|-UON SNosuUe|jacsi|  XXN'78 
£88'9S puljg 24} JO aSNOH BuljuLg UETWaWIY 86678 
07Z0‘E9L‘6S L6G‘8TS‘LS sJUeID JUBWOjanaq |COUDSAJd ETH 8 
8T8‘T8$ ZTLEEOOT §=yein Jo Aysuaniun 
6S8'TEVS vIZ9VT #49 PeIUOD = yeJF JO a}eIS 
awoou| Ajinoas je}UaWaddns ul SsOUI|A| JO SSAUIPeay BUIIOWOJd Ty's 
LOL‘ESO‘TS SJULID JUBWAAOIALU| |OOYIS = L/E'V8 
879'SLSS swajshs ejeq |euIpNysuo7 apimayels = ZLE'V8 
Lvs'TS6'TS 699'VZ6'TS sdapeay BUIALIS TLE78 
L80‘€68'ES SAIHAIIY payejay pue sjuatussassy a}e}s JOJS]ULID GIES 
699'STS MI-ZTOZGI9S-TOLN-€6 = Palodd BUI M [EUO!EN elUJOsI]eD Jo AyssaAIUA) 
(0SSS) ZTOZGIAS-TOLN-€6 9 PlOdg BUM [EUOIIEN elUJOZ!/eD Jo AsyaAlUN 
O8Z‘TTS PVOOOSTALIEN Palos BUI [eUOIIEN 
TEE‘ ZL9‘TTS OVO‘EST‘TTS Sues a3e3S AyjenD Jayoea| SUIAOIdW] §=Z9E"78 
OTZ‘0Z$ dS ETST OSEO9T sjooyrs dI|qnq uewazog 
8TZ‘8SS$ BEC‘HEES Sdlyssauyed aoualas pue soijewayjey| 99€'78 
E8L'VLOS LUS‘SZES sjues5 9}e}S UOlysinboy asensue] YsI/suq G9EHB 
69L‘LTSS 866'V60$ uoljeonpq jeiny = gSe7s 
Lo09‘LEs JOOS Ul S}UaIeY SUBaI| SSBd9y B4eD PIIYD SEEPS 
TZ9‘ZL9‘ES ETS‘ZT8‘TS SWeIZOJd BJENPeuZJapUs) JO} SSaUIPeay pue ssauaieEMY Ajseq Bululey veE'rgs 
; (sjuel5 : 
L6c'6TS WeISOJd BAI}UDDU| JUDWAIe|q PAUeAPY ‘da4 4SAa] JUDWAaIe|q PADUeAPY) WeIZOJg JUBWAIe|q padueAPY Deets 
LIv‘8ZES LNN-€-€962-TT-4 — ABPHYVON ‘Aysuaatuy ayeys elusop!eD 
j samgesiq yum 
LEL'OETS UdIPIIYD JO} SIINSAY Pue SBdIAUBS BAOIAW]| 0} UO!JEUIWASSsIg PUe BdUeJsISsSY Jed}UYDa) UO!}EINp jel9ads See Ue 
686'S7S EOOOZTVSZEH ePHO}|4 Jo Aysuanluy 
j saluigesiq ; 
9T9'08TS UUM UdJPIIYD JO} SINSAY PUue SBdIAJBS BAOIAW] 0} JUaLUdOJaAaq |aUUOSJag - UO!JEINP jel9ads AER 
L60'8$ €O-SZVOOSTOZ = SIAe “eIUoy}eD Jo Aysuanlun 
uoljeonpq jeiseds ul uueasay ZEB 
877‘LEBS 6€9'0vS juawudojanag |auUosJag a}ejs - UOJeINpy |el9eds = EZEHB 


sainyipuadx] 


squaidisaiqns 0} UnowY 


‘ajnpaypds siy} yo Wed jesZa}uUl! Ue ase Sajou SulAUedWodIe aYL 


A-198 


L10Z ‘O€ aunf papuq sea, jeds!4 ay} 404 
spsemy [e4apaj jo saunyipuadxy jo ajnpayos 
euej UW JO 9323S 


A-199 


*ajnpayds siy} yo Wed jesZa}uU! Ue ase Sajou SuIAUedWOdIe aYL 


TEv‘Z09‘ES IVLOL ADYINI JO LNINLYVdIa 
TEer‘Z09‘ES IWLOL 
T9?‘Tvs Q980ESO'ZT'TOZO 9 UOIFEpUNO aJI/PIIM pue ysi4 |euoieN 
(69T‘ZS) SJULID JOfe||-UON SNOsUeTaasIIA| XXN'TS 
STS‘ZTS Wesdo1g BUedOJg pue [IO Bula B1eIS ~= BETTS 
79'S spaloig jeloads wess01g A8iauq a3e1$ ~=6T TTS 
008‘ZEs GZEEOOD OVZTZT Allsuanlun aze3s UOJSU|YsSeM 

F aouelsissy/sisAjeuy : 
cloves jenjuysa] pue Sujules] ‘YdeasjNO ‘UO!}eEUIWASsIG UO!ZEWOJU) AS4aUQ ajqemauay pue AdUAaINI4J9 AB4aUq ave NS 
8ZT‘L9ES jUaWdO|aAaq puke YdJeasay UO!}EAIBSUOD = 9BO'TS 
LEO‘9LL‘7S SUOSJ9d BWODU]-MO7] JO} BDUEJSISSY UOIWEZSYUIESM\ = CHO'TS 
Gvc‘SEES weis0Jg A3i9uq a3e31$ ~=TO'TS 


ADYANA JO LNA LYVd4dd 


€S0‘809‘T60$ TWLOL NOILVINGI IO LNINLYVdIa 
T80‘€Z0‘SS IW1LOL 
062‘S07ZS juswanaiyoy ayeaunejesseg-3sod JIENII! OIUL LIZ v8 
€Sv‘LTSS sda}UaD AyuNyoddg jeuoljesnpy ONL 990'r8 
VCL'TOE'TS punog puemdn OWL Lv0'78 
ZT v‘L80'TS yoseas yuajel OWL vv0'v8 
ZO8‘TT6'TS Sao|AJag Woddns juapnis OWL ZvO'r8 
4a3sn[> OWL 
€20‘677‘S97$ IWLOL 
72T‘SS (sjuelg HOV3L) s}UeI UO!}eINpyA Jausiy pue a3a||0D JO} DDURNSISSY UOl}EONPA JeyIee] GLE VS 
999‘97Z0'8ZTS sueo] Juapnys aiid |e4ape4 389778 
G6r‘T98'90S WeIZO1d JULIO |[9d |e49P24 €90'78 
678‘8TL'9ES SUOIING!JJUOD JeUde jesapay - WeISOIg ULOT SUPJaq [PJ9P24 BEN" 
799‘997'7%S weid0jd Apnis-Jom |esaped €€0'v8 
LTC‘OSE'TS sjuely AyuNjoddo jeuoljeonpg jejuawuajddns jesapej 00°78 
dajsnjJ adubjsIssy JOlIgUDUIY JuapNis 
8ZE‘6T8‘8ES IWLOL 
LOE'TST'TS T6E‘8ZT'TS SJURID JOOYDSag UOeINpA je!I9adS = EL THB 
sainypuadx] sjuaidisaiqns 0} JunowYy 


L10Z ‘O€ aunf papuq sea, jeds!4 ay} 404 
spsemy [e1apa jo saunyipuadxy jo ajnpayas 
eueUO|] JO 9323S 


A-200 


7O?‘SEVS 
Gv9‘87T'CS 
8TT‘662S 
670‘0VTS 
627'780S 
LEL‘VS 
6E8‘ES 


709‘S97S 
€T7‘L8TS 


€LT‘ZO¢S 


6LS‘TES 


LSv‘8SES 
vvO‘Z6TS 
€07‘TS 
096‘7S 
TLE‘T8TS 
888‘T6S 
GSv‘6L7S 
GSV‘ETE'TS 


GLE‘ESS'SS 


6T7'LLS 
L6Z‘OLTS 
€vS'T6v$ 
688'08TS 
9ET‘Z9LS 
8TS‘82Z$ 


86S'E9S 


9S6'VTS 


sainypuadx] 


vea‘STES 
vIS‘77L'TS 

OTT‘8vzs 

6v0‘0vVTS 


0€9‘SSzs 


O60‘LES 


977'99S 


0S9‘68TS 


L8v‘T86'CS 


908‘7SS 
080‘79TS 
8EL'VTTS 
GOZ‘O8TS 
v8Z‘LOLS 
8TS‘8ZS 


86S'€9S 


9S6'VTS 


squaldisaiqns 0} UnowY 


‘ajnpaypds siy} yo Wed jesZa}uUl! Ue ase sajou SulAUedWOde aYL 


SIINAIY BDOPJOM YEAH J21O Woddns 0} saje3s5 0} S}UEID 
SadlAjas suluue|d AjiWe4 
UO!USASId SOI|IGesiq 
WesZOj1dg JUaWAedaY ULOT JO} $9}e}S 0} SJULID 
39Ud][99Xq JO S1a}UaD 
GYVMV LSISSV HDAL VHUS STOZ = NOH Bossy Yes} Je4ANY [PUO!EN 
JDNVLSISSV IVWOINHDAL VHUS ZTOZ =——- NOH eDossy YPoH Je4sNyY [eEUOIeN 
sJajuaD Ydseasay YyyYeaH jeuny 
(HLVd) SSeussajaWOHY WO} UO!ISUeI] Ul BDUeISISSY JO} S}I9[O1d 
Ssweis0jq paseg AyJUNWWOZ puke aje}S pue YIJeasSaY JO1JUOD pue UO!JUaAaIg Aunfu| 
S8TIHO 
asey Alewlid JO JUaWdOJaA|G PU UO!JEUIPIOOD JY} JO} S909] /SA1e1S 0} sjUaWAaIZY aAI}eE1ad00D 
Yd JDYOINUOM JYVD ANVINIYd WOdINN-UO!}eIDOssy ade AJewlg eue]UO| 
$J3]UdD YEAH 0} BduUeJsISSY |eIDUEUI4-UON pue jed1UYyIa, 
UdJPIIYD JO} SadIAJaS |eEd1IPa\| AduassaWA 
SWPIBOJd JOJJUOD SISO|NIaqN | JO} SJUBWIdIIBY AAI}EJadOOD pue s}UeID Palold 
76986720d = Ajisuantun ayeys yein 
Z AAU F-9L88EEOd = Atsuantun ayeys Yyein 
SWeIZOJd pa}epl|OsSUuoD jeJapay YWeaH pyiuD pue jeusajzeyy 
youeasay uolzesjsiulUpY 8njig pue poo4 
wesso1g uoHeoNpy Ayjiqisuodsay jeuosiad (YOY) PY aed ajqepuojsy 
aouejsissy diysueipueny 
sJUdWaaIBY JAI}e1ad007 
pausl|y (ddHd) ssaupasedaig Aduassawy Yyyeay I1/qNdg pue (ddH) Wesso1d Ssaupasedaid jeyWdsoH 
WeIZOj1g a1e2 ayidsay uedsa}!] 
WeIZOJd BDUCSISSY JUDLUJ|OJUZ JEDIPa|/| 
asuodsay Aduassawq pue yyeaH I/qQNd je}UaWUOIIAUY 
yoieasay uolzesjsiulupy 8nig pue poo 
ye, ‘II] BUL oddns sanigasey Ajjwiey jeuonen 
SBDAJBS UOIOWOJd YEH PUue UO!JUDADIg aSeaSIG G Med II] A|UL Sulsy ay} 40} SwWesB0Ig jeIDadS 
SJENpIAIpU| 
J3P|O JO} Sad|AUaS UELUSPNquC aieD Wa] 8U07 Z JaydeyD ‘IIA AHL Bulsy ay} 40} SUeIBOIg Jel9ads 
uol}eyWo|dxq pue 
‘~a|Zan ‘Asnqy Jap}q JO UO!IUSADId JO} SWeIZOIg € Ja}deyy ‘IIA a]UL Bulsy ay sO} SweISOIg JelDads 


SADIANAS NVININH GNV HL1V3H JO LNIINLYVdjd 


L10Z ‘O€ aunf papuq sea, jeds!4 ay} 404 
spsemy [e4apaj jo saunyipuadxy jo ajnpayos 
euej UW JO 9323S 


9ET EG 
LTC EG 
v8T'E6 
S9T'E6 
LST'E6 


SST'E6 
OST'E6 
9ET'ES 


OET'E6 


6CTE6 
LCT €6 
9TT'E6 


OTT'E6 
EOT'E6 
c60°E6 
060°€6 


vLO'E6 


cL0°E6 
TLO'E6 
OLO'E6 
8S50°€6 
cS0'E6 
E€v0'E6 


cv0'E6 


Tv0'E6 


A-201 


v69‘EEE'8TS 
€S7‘TLTS 
v69'VEE'TTS 
6TT‘TS9S 
vLO‘ETS 


OTZ‘S6LS 


6Tv'TSS 
v76'6SS 


69029 
966‘TS8S 
v9T‘V60'TS 
09S‘EZSS 
vSZ‘E7S 
9S9‘VITS 
€S7'9L7S 
G99‘ES 
9@7‘SLZS 
LLE‘8T9S 
EVL'LTE'TS 
G78‘ESTS 
88E'66L'6S 
S6T‘6Z8S 
8L7'7S 
TL9‘9TS 
ELO‘LES 
VES‘VLT'ZIS 
9SS‘02S 
L6L‘ESS 
6LC'VECS 
vS8‘79L'9S 
OSL‘9ZLS 
ZET‘VS 
sainyipuadx3 


*ajnpayds siy} yo Wed jesZa}U! Ue ase Sajou SuIAUedWOdIe aYL 


aouejsissy ASJaUy BWOH AWOIU]|-MO07 
SWIeISOJd Pasa}SIUIUpY a3e}S$ sduUe\sIssy JUeI}UW pue sasnjay 


pry'to'Ts 
€vl'vvts 

JUaWadI0JUW Woddns pylyD 

saljlwie4 ajqeys pue aes 8uljowOld 

yafloig uoljesJSUOLUaG aSeaSiq IIUOIYD JO UO!JUSASId JO} SAAIJUDIU| PIEIpPay| WV aed ajqepuopy sul 


LS8‘6€VS 


4Hdd ‘s}uaWaai3y aAl}esJadoo3 (14) 
WeJZO01d SUO!AJU| SUISJaW pue (D719) aseasiq snoljdaju| 40} Ayoedey Ayojyesoqe] pue Asojolwapidy ay} 
ul Ayoedes swaysAs uolyew osu] YeaH pue ‘AyozesOge7 ‘AZojolwapidy Bulpyjing :jOVy aueD ajqepsoyy aUuL 
SJBPIAOId PUC SJUA!}ed JO} SJUDWAAOIGW] BIeIIPa|| - VW Bed ajqepuojjy 
EOZZBSOOOT OpesojoD jo Ajsuaniun 
WesIdOJd SdajUaD BuUlUled | YEAH I11QNd (WV) VW aeD ajqepsojy 
UdAP|IYD PIUISIIA ISAM JO} WIWIL 
WeIZO1d BUIUSIA FWOH Pooypl|YyD Ajjez pue “Jueju] ‘WeusazeW! (YOV) PV Bed ajqQeplojsy 
WeIZOJd puny adueysissy AdUeUBaId 
AZ0|OUYda| BAISISSY TOV 
pafloig Woddns ueg paay JueulWNY 
pafoig SULOWUO] Ayndas pue Ajajes poo 


70S‘0SS 


778‘0VLS 
G68‘L98S 
000‘09$ 


s}UeID 93e3S BUIAI] JUaPUadapU| DV 

Sdiysaaules| SUISINN UO!ZeEINpWZ padueApy 

Wa}SAS BDURTIAAINS JOJeY SIY |eEIOIAeYaY 

WeIZOJg BDULISISSY BDUCINSU| YEAH 93e1S 

(973) saseasig snoidajuy 10} Aylaedep Asojes0ge7 pue Asojoiwapidy 

WeIZO1d BDUEIBAINS (S|-IGHJ) WaysAS UO!}EWOJU] UO!]UBAJA}U] PUe UO!}DA}Eq SuUeaH Ajez 
youeasay saijedsiq yyeaH pue yyeaH Ayoull| 

SWeIBO1d JOJJUOD ODDEGO]| paseg a}e}S |EUOIIEN 


676‘0EVS 


sIsA]eUYy DIOP IIOM YEAH JOJ JaJUaD |eUOIeN 
aduUejsissy |ENUYII| PU SUOIJESISAAU] UO|JUSASIg PUL [O1]UOD aseasiq JO} SiajUaD 
JO4JUOD pue UONUAaAdJ SIVeEdaH [esIA YNPY 
sjUaWaaIZY aAl}eJadoO0D UO!}eZIUNWWW] 

T6Z-TOO000-779007 = AdISdaAlUN a}eys YyeIN 
TES‘ES WeIZOJd YEAH pue Ajajes jeuolzedn3d99 
Suluaasas SuleaH WOqMmaN |essaAlU 
DIULIIPIUSIS |EUDIJEN Pue JeUdIZaY Jo spafoig SadIAJaS YYeaH |ejUa/| pue asnqy aouesqns 
WesIdO1d AUjiqixa|4 |eUdsoH jesny 33e3$ 
Bulpjing Ayisedey 3323S 


6L9‘8EES 


LS8‘9TL'ES 
vet‘99SS 


squaldisaiqns 0} unowYy 


L10Z ‘O€ aunf papuq sea, jeds!4 ay} 404 
spsemy |eJapaj jo saunyipuadxy jo ajnpayos 
eueUO|] JO 9323S 


89S°€6 
99S°€6 
€9S°€6 
9SS°€6 
9ES"EG 


TCS'€6 


8TS°E6 


9TS"E6 


SOS°E6 
00S"E6 
v9v'E6 
6vV'e6 
8rr'E6 
69E°E6 
8SE°E6 
9EEEG 
VCE EG 
ECEES 
VIE EG 
LOE'E6 
SOE"E6 
OOEE6 
E8C'E6 
OLC'E6 
897 E6 


CIC EB 
TSC'E6 
EvVC EG 
TVc€6 
Ovc'E6 


A-202 


62S‘7SS 
v6r‘vIES 
vOT‘SO6‘TS 
7T2‘8T9S 
07S‘00vS 
80€‘0L9S 
7O7‘S2'7S 
8S9‘0vZ‘00TS 


Tvv‘T68s 
8LC‘Ov7'TS 
9zL‘719'7$ 
SES‘7S 
6EV'ETES 


TL9‘982S 
Lv0‘8T8S 
€07‘8STS 
6SE‘720'LS 
€€7‘S90'6S 
OOL‘79E'8TS 
ELL‘0C7S 
6TETCLS 
807‘86S 
v8T‘O8Ss 
S6v‘Z89S 
€LTS 
€89‘08S 
O8€‘EETS 
88r‘OTZS 
8ZL‘TOTS 
ET?‘vO7S 
vSG‘LT7ZS 
786'ZES'ES 
sainyipuadx] 


‘ajnpaypds siy} yo Wed jesZa}UI! Ue ase Sajou SuIAUedWOdIe aYL 


TOO-9T AINA! JO Aysuaaiun) 
vLEe‘09sS jUawaoueyUg pue Sululesy asey Aewld JO} S}UeID 


TSE‘609'TS WeISOJd JULI BUIJSIA SWOH PooypliyD Ajzeq pue juesu] ‘jeusayey| 
O00‘TTS SaIHAI}OY asuOdsay pue ssaupajedaid e|OG J (ddH) Wess01g ssaupasedaid |evdsoy 
‘(074) saseasig snoinsaju| 104 Ajyiseded Asozesoqge] pue Asojolwapidy ay} 0} JuUawaddns ejogq 21]sawo0g 

Lvv‘'67S$ SulUa—aIIS J9DUD [2]IBI1O[OD aseasdu| 0} sayIeoiddy paziuesiC 
uoljes}JsSUOWAG SulaUe|eEqay UOSJaq BY} SMO]|O4 ADUO|] 

Wej801g BDUCINSU] YEAH S,UaIP|IYD 

y6L'REES (4Hdd) spun 
UIEPH I!GNg Pue UO!JUdAIId YUM AjajOs papuNy JUeID YIO|g SBIIAJaS YIeaH Pue YYeaH 2AIUBAIId 

(4Hdd) 240415 pue aseasiq WeaH ‘sajaqeigq ‘Alisaqo JUaAaJd 0} SUOIPY YEAH II]qNd |e907 pue ajeiS 

: spun4 YyeaH I|qQng pue UuoljUaAaJg Aq 
8TS'S68S yed ul paoueuy suoieziuesi¢ eqliy pue jeopwual ‘a}e1S 40} SWEIZOJg [O1JUOD PUL UO!JUSAdId JBDUeD 
WejZ01d SUO]JUSAJAU] UO!JUBATId ASNGY Jap] 

(4Hdd) puny yyeaH I1qGng pue UO!UaAaJg BY} Aq Wed ul padueUly 

- PUCWOLJad pue aiNjONsjsesju] UO!PEZIUNWULU] YEAH I1|qNdg UaUISUaIIS 0} BdUeIsISSY BUIP]INg AyloedeD 

9T9‘7VLS Wes801g BUapPUadapU| aed Ja}SO4 aajeyD 
78‘7T8S S9dIAIVS AAIOddNs pue Ja ays BduUa|OIA IN]SAeWOG/SadIAJaS PUe UO!JUBAIg BIUAIOIA Ajiwe4 
S]URID 23e1S }99/3aN pue asnqy pylyD 

JUeID YIO|g SBIIAIIS |eIN0S 

aduejsissy uolWdopy 

L£79'7L8'ES J-Al A]UL eased Ja3s04 


00S‘SES saluunyoddo uoldopy 
WeEIZOId SADIAIIS BELA P|IYD Souor sqqny ajueydays 

$}€1S 0} SJULID adIISNPF S,UdIp|IUD 

DIIAIAS pue ‘Ydjeasay ‘UO!JEINpY saljigesiq jeyUaWUdojana|agq U! 9dUAa||a9xXq JO} S4a}UaD AYsJaAIU) 

G6v‘Z89S sjuesd Ases0apy pue Woddns diseg salqjiqesiq jeyuaudojanaq 
DIULISISSY BUI}SA] [APO] PUe UBIS|ag jaPO|| 40} BUI|PUNY :sjapo|| UO!}eAOUU| 33}e1S - VOV 

sjuawAed aAljuadu| diysueipseny jesa] pue uoldopy 


yes peay 
v89‘807S (ALJ) Wess0ig SBYONOA Bulules| Pue UO!eINpy aajyeyD 
O@v‘00TS SWeIZOJd UO!JEUSIA PUL SSBDDV JO} $9}E1S 0} SJULID 
77L‘S7TS SJUBID UO!UAaAaId ASNGY pllyD paseg-AyluNnWwWo7D 
006‘0TS WeIZO1dg JUBWAAOIGW] NOD 33e1S 


yUeID YOOIg SadiAJas AyUNWWOZ 


squaidisaiqns 0} UnNowY 


L10Z ‘O€ aunf papuq sea, jeds!4 ay} 404 
spsemy [e4apaj jo saunyipuadxy jo ajnpayos 
euej UW JO 9323S 


v883°E6 
OL8°€6 
LT8°€6 
ST8°€6 
008°€6 
T6L°E6 
LOL'E6 


8SZ2°€6 


LSLE6 


CSL'E6 


Lvl €6 


EEL E6 


vL9°E6 
TL9°€6 
699°€6 
L£99°€6 
6S9°€6 
899°€6 
C€S9°E6 
Sv9°E6 
Ev9°E6 
cE9E6 
O€9°E6 
vc9'E6 
€09°€6 
009°€6 
66S°€6 
L6S°€6 
06S°E6 
98S°€6 
69S°€6 


A-203 


*ajnpayds siy} yo Wed jesZa}uU! Ue ase sajoUu SuIAUedWOdIe aYL 


GEv‘6c9'CS aJeOIPIW! (INAX |) S4aljddns pue ssaplAoid aed YIYeaH JO UONedjILaD pue AsAins a3e1S = LZ /°E6 
T87‘OLSS SHU) [04}U0D pnesy plesips ayejg = G//'E6 
4ajsnj> plozipawy 
96€‘97H'S7$ TWLOL 
9SL‘078'8S puny Juawidojaneg pue ased ply ay} yo spun Suiyojey pue Asoyepue| B1eD pllyd 96S°E6 
0v9‘S09'9TS S2@Z‘0L7°L$ URI 90/g JUaWdojanaq pue aleD pilyy S/S°E6 
4a3sn|) 499 
98Z‘vrV'9$ TWLOL 
TL9‘T87'TS ZOT‘6Z8S WeIZO1d BAIJUSIU] SBIIAJBS UOIJINN ~=€SO'ES 
S6L‘VTE'ES 9L0'898'7S SOIAJBS UONMINN D Ved ‘II AUL Sulsy ay] Joy suesBo1g |eI9ads = SHO"ES 
O8€‘8r38‘TS 716‘€60'TS S4aU9D JO|UaS pUe Sad!AJas BAILOddNS JOY sJURID g Ved “II] AUL Bulsy a4} JOj swessold |eI9adS ~~ vHO'ES 
dajsn[) bulby 
6T6‘TEO'ZS7$ TWLOL 
‘ert v9S7S its €LS‘797'TS Sa}EIS AY} 0} JULID YDOI/g SadIAJaS YEAH PIIYO pue jeualen| 66'E6 
097‘tv7S SJUBID |O1JUOD Saseasig paywsuel! Ajenxas SadIAJaS YESH AAIUBAZIg = /6°€6 
LUL‘TSTS SUBIPU| JOJ LUEIZOJg JUDWIINIDAY SUOISSAJOJdg YYCAH OL6'E6 
ELT‘S8ZS LE6‘TLTS Sd9jU9a) UO!EINPA I4IEUAH 4Hdd 696°€6 
SOE‘8VT‘SS vIS‘V89'TS asnqy aouelsqns jo JuawWj}eas) Pue UOIJUdAaJ_ JO} SJUID YIO]IG + 6S6'E6 
9E6‘TST‘TS OLb‘VTLS SddAJBS YYedaH jeqUay\ AjlUNWWOD JO} sjUeID YDO]G ~8G6'E6 
; SWEISO1d 
LVE'86$ DAIEIPU| YESH JUeJU] PUe POOYJaYJOW| ayes paseg-a}e1s Woddns 0} sjuawaaI3y anljesado07D euOES 
TZ0‘'T69‘7S O€S‘669S JOJJUOD PUL UO!JUdATIg BSeASIG JJUOIYD JO} SWIEIBOJdg BDURISISSY GH6'EG 
LSS‘vS YALLITGYVMV — Ssaliiiqesiq Uo siaquaz Aysuaalup yo UOIeID0ssy 
00ss YALLITGYVMV — Sal2[IGesig UO sdaqUaD Aysuanlun JO UO!}EIDOSSY 
BLE‘BETS adue||IBAINS (SGV) BwOupUAS snuiA ADUaIIYapounwW| pesinboy/(AIH) snail, Adualsyeapounwuiw] uewNH pr6'E6 
v9v‘08Zs 9890S paseg juswyedag YyyyeaH SAIVAIWY UONUaAAId AIH OV6'E6 
. SWa|qo’dg YYeaH JUeWOMLW] J9YIO pue AIH : 
bse'scs 40 peaids 94} JUDADId 0} SWIeIZOId YEAH |OOUIS eee ae 0} sjuaWaaI3Y ceil Bree. 
872‘908'TS SS8‘06S sues e(NWIOJ 24D AIH LT6'E6 
(69S) UYEDH JEANY JO SBDJJO JO UOIZEJBdOC JO} S9}e}S OF SJUEIN §=ETE'EG 
ts TO-pT Jaquag jesipa| AajjeA uosipe| 
80L‘8TS 00-TO-E9ZZZHY9OQGT = [eudsoH Heeg 
: y WweJ801g JUaWAAOJdY| AUeEND JapIAoid . 
B6T'98TS B8s'TZS ase) YYeaH |jews pue JUaWdojanag YJOMJAN YYEIH [esny “Yydeas3NO Sad|AJaS aseD YYeaH jesny Greer 
sainyipuadxy sjuaidisaiqns 0} JunowYy 


L10Z ‘O€ aunf papuq sea, jeds!4 ay} 404 
spsemy |eJapa jo saunzipuadxy jo ajnpayos 
eue}UO|] JO 9323S 


A-204 


026‘799'79$ 


7ST ‘76'7Z$ 
ST9‘678'TS 
LES‘CIT‘TCS 


ZET‘Z6S‘ETS 
ZET‘'TES'EZS 


989‘8ZT‘9TS 
TOS‘TTS 


796‘SOTS 


8v7‘6L7S 
006‘T98S 
G8v‘8vE'Ls 
€76'T VCS 
7L6‘LS 
8E7‘069S 
LSv‘T8S‘9S 


8L8‘L9L'8EL‘TS 


979‘T06‘SES 
979‘T06‘SES 


8Zp‘0E6‘7$ 
LS9‘60L'CS 
7v0'66TS 
6ZL'T@S 


EZL‘ZEO'OT HTS 
LOO‘EES‘ZT HTS 
sainyipuadxy 


*ajnpaypds siy} yo Wed jesZa}U! Ue aie SajoU SuIAUedWOde aYL 


WLOL LNINdOTIAIG NVEIN B ONISNOH JO LNINLYVdIG 


1VLOL 
UoHey|Iqeyay ajesapoy] 8 UOIAaS WesJZO1g BdUe\sISSY BUISNOH BWOdU| JAMO] 9S8'7T 
WweJ301g sjuaWAed aduUejsIssyy BSUISNOH 8 UOIIIeS ~=SET'VT 
Jajsn[) pasog-32afo1d 8 U01}2aS 
1VLOL 
SJAYINOA Bd1OYD BUISNOH 8 UO!~eS = TZ8'PT 
4ajsn{z 4ayoano, Bulsnoy 
1VLOL 


T6TST-EEOLW-USS4-ZTOZ «= Aqoy ny SulsnoH ejnossi || 
SadlAlas anlwoddns pue Aytunyoddo juapisay Japun Adualdyjns-sjas Ajlwe4 BUISNOH 3NGNdq L/8'VT 
SOIM|IGeSIG YUM SUOSJ8d 
JOJ SUISNOH aAIOoddns TTg uoljas Jo WesZO0Jg (OWA Yd) UOIesJSUOLUDG ADUe}SsSISSY |e}UdY Walid 
palo jeloads - aAiyeljJU] JUaWIdOJaAaq WWOUDDF = [SZ 7T 
SAIV YUM SUOSJdag JOJ SaIJUNOddO BuISNOH §TrZ VT 
8ST‘E60‘ZS WeIZOJg SAIUSIDUEd JUDLUJSAAU] BWOH GET TT 
ded SNid4PYPYS BEC VT 
weis0jqg SUISNOH aAIWOoddns SEZ'ryT 


9cE VT 


WeIZOJd UCD SUOIINJOS ADQUaBIOWA = TEZ PT 
€€6'TLT‘9S WeMeH Ul S]UCJD JUaWA]II]UFZ-UON pue WesZOJd S,9}e}S/s}UeID 90)g JUaWdOJaA|Gg AWWUNWWOD = 8ZZ'VT 
LNJINdO14SA50 NV@YN *8 ODNISNOH JO LNAI LYVd3dGd 


TWLOL SIDIAYAS NVIANH GNV HLIV4H JO LNINLYVdIG 


IWLOL 
GEC‘T8Z’ES salle 4 Apaan Joj aoueysissy Auesodwa, ggcg'e6 
4asn|[J INVL 
IWLOL 
sueo] Juapnys SUISINN V9E'E6 
sjuapnis pasejuenpesiq JOj sueoy/sueo] sed Ayewiid 3Ulpn|ou] ‘SueO7 JUBPNIS SUOISSAJOJd YEAH 7ZHE'E6 
(d14N) Wesso1dg ueo7 Aqjnoe4 asunN = 797'E6 
dajsnj) adubjsissy jolgubuly uapnis 
IWLOL 


9EE‘LZT‘SS WesSOld BduUelsissy |EIpa| 8ZL'E6 
sjuaidisaiqns 0} JunowYy 


L10Z ‘O€ auns papug sea, Jeos!4 ayy 404 
spuemy |eJapa jo sainjipuadxg jo ajnpayrs 
PULUO|] JO 33235 


A-205 


686‘978'0T$ 


686‘9Z8‘0T$ 
Gve‘6ss 
L7O‘SETS 
8TS‘8TS 
O76‘LT7S 
T6T‘vvs 
SS6‘0¢S 
LOE‘6TS 
7S8‘9STS 
7SS‘076S 


S6S‘TVTS 


V8E‘EOTS 
VIC‘SES 


Sv8‘ZEs 
GTE‘ESS 
9SS‘902S 
7Z6‘TTS 


006‘766S 
G88‘STvs 
VOL‘86SS 
090‘60€S 
669'07S'ES 
OzE‘Lv7s 


979‘€09‘TS 
GVE'SETS 
9SL‘LLES 
SOT‘8v$S 
T60‘S62S 


sainyipuadxy 


IWLOL FDILSN AO LNINLYVdIG 


TWLOL 


SIT‘L¢$ 


SS6‘0¢S 


9S0‘°LL9$ 


7LS‘SS 


OT8‘S8Z$ 


O6E‘TSTS 


T8T‘96Z'ES 


VLT'STES 
6T8'ES 
816'6L7$ 


squaldisaiqns 0} UnowYy 


*ajnpaypds siy} yo Wed jesZa}uU! Ue aie Sajou SuIAUedWOdIe aYL 


DAHEIHU] YW YNessy JeENXag |EUOHEN E€89OT 
aduUa|OlA 0} pasodxy UaJpIIYD + g8T89T 
anzelyu| AjUaay YW BDUeYD Puod9S = ZT 89T 
WeIZO1d SULOWUOW SNUG UONdUISa1g SIBBOY PjoeH PGL'9T 
WeIZOJd JUCID SAIIJAdWOD jeOWa|| aUJAg PIeEMPZ = TGZOT 
WeIZOJg UOIEIOGE]|OD YESH jeWUaJ pue adI4SNF aJIUaANS pUe |EUIWD = GHZ"OT 
WEIZOJd JUCID JUDWIAOIAW] S8DUTINS IISUIIOJ ||[APIBAOD [Ned ZPHL'OT 
weJdojg uoINpay sopjseg VNG_ = TvZ9T 
WeIZOJdg JUCID dUe\sISSY BdIISsNP |eLWOWAa\| aUJAG PUeMPZ = SEL'OT 
SdIU[IC4 JEUOIIIIWOD 
Ul y]NeSsy JeENXaS JO} SAINYND ,,AdUeJI|O] 0497, YSI|qeysy 0} $}afoig UO!}EIJSUOWAG :WeIZOJd WAYd ao) 
TOO-X4-Nf-STOZ daffO YAGNN H-v!9UNOD H-v Jeuonen 
7O0-X4-Nf-9TO7 dGffO YAGNN H-v!9uUNOD H-v Jeuonen 
WeIZOIg SULIOJUDP] AIUBANF =9ZL'9OT 
WeIZOJd BDUCYSISSY UdI]Y |EUILUID 33e1S 909'9T 
SJBUOSIId 9}C}S JOJ JUDWeaI] BSNGY adUeYsqns jeluapisay €6S°9OT 
WeIZO1d SIBPIO UO!PDI}OJd JO JUDWIIIIOJUJ PUP SAIDI|O_ JSaIY ABeINOIUJ O}S}ULID = OGG'OT 
€TOO-XV-YM-STOZ = Ajunod ejnossi|j| 
WeIZOJg BduUeIsISSY SUIJeEIS pue ‘WINessy jenxas ‘adUa|OIA Buljeq ‘BdUa|OIA DSAaWOg jeINY G8G'9T 
SJURID E[NWIOY UDWOM sUleBY BDUTIOIN §=88G'OT 
weisojd }UeID Ayeuoljas9SIg WNOD BNUq = G8G'OT 
sjueld Ayeuoljas9siq/aduelsissy WIIDIA SW 78S'9OT 
UO!I}ESUBCWWIOD WIA PWD 9/5°9T 
BIURSISSY WDA SUD = G/S°9T 
(T# WN) ZTOO-NW-vTOZ = sjooyas aI\qnd uewazog 
SJUBID Paloig JUBWIdOjaA|aq pue ‘UO!}ENjeAW ‘YdIeasay adI}sNf JO aIN}I}SU] JEUOIIEN 09G'OT 
(dIHDN) Wessosd JUDWAAOIAW] AJOJSIH JEU JeUOIIEN SS'9T 
sdajuaz siskjeuy Je913S17e3$ JOf WeIZOId SII}SI}EIS BdIISNF aIeIS ~=OSS'OT 
$9}e1S 0} UO!}eI0}]|V_ UO!WUBAaIg ADUaNbuljaq pue ao1ysnf ajluaAnfe = OVS'OT 
df] Ul 4a}e7] UBLUOM JO aSNqY pue BdUaIOIA PUY 0} SAd|AJaS pue Bulules] PaIUeYUR 8ZG'OT 
WeIZOJd E|NWIOY SAd|AJaS YNessy jenxasg TOOT 
JDILSNF IO LNAI LYVd3d 


L10Z ‘O€ aunf papuq sea, jeds!4 ay} 404 
spsemy [e1apa jo saunyipuadxy jo ajnpayas 
eueUO|] JO 9323S 


A-206 


TL6‘9TS 
096‘26S 
TLO'T S$ 


LIS‘TLYS 


89S‘E7Z'TSTS 


9€b‘86L'SS 
vL8‘S7S'TS 
608'S2'7S 
€SL'970'CS 


860‘S8Z‘SS 
9T8‘T7$ 
vOE9LSS 
8L6'98T‘SS 


vE0‘0v9'GETS 
OvZ‘sOzs 
LO9‘7VES 
Ltv‘9T7s 
LS8‘TEE‘BS 
6rbv‘6E0'TS 
v6E'EVTS 
000‘99S 

L885 


LSE‘VETS 
O€T‘O7SS 
TL9‘SOL‘ZZTS 
ETL‘78S 
O€0‘06S 
ZLL‘099S 


sainypuadx] 


W1LOL YOUVT AO LNINLYVdIG 


IWLOL 
880'TS 
7vS‘90S‘TS 
TLE‘O7VS 
IWLOL 
IWLOL 
vLy'vl9S 
8tr' 86S 


squaldisaiqns 0} UnowY 


‘ajnpaypds siy} Jo Wed jesZa}U! Ue aie Sajou SuIAUedWOdIe aYL 


swessz0jg Asewojdiq 219Nd OvO0'6T 
VIOT-V9-9T-G9V94-S = UOHFeINp® |Euo!euUs9}U] JO 9}N}ISU] 
LTUTT-VNVLNOW-8€TOAI] §=UOeonp® Jeuo!eUsa}U] JO 93N}}SU] 

WeIZO1d diysMo}ja4 AaIYdWNH *H Waqny - swesso1g ABBUeYIXW DWapesy OTO'6T 

SWeIZOJg BJeNpeuZJapus - SwWesIZOIg BBUeYIXW DWapedsy GO0O0'6T 

JLV.LS JO LNAWLYVd3dGd 

SJUCID EINWIOJ JaxYIOM Payes0jSIG VOIM/VIM = 8Z7°LT 

SAINANDY YINOA VOIM/VIM = 6S7°LT 

Wei801d NPY VOIM/VIM = 8SZ°LT 


4a3sn|2 VOIM/VIM 


WeIZOd BAIZEJUaSAIday JUaWAO|dWy SUeJa}a/\ |e907 


(dOAG) Wess0Jqg YdeasINE ,SUueJa}a/ palqesiq 
SAINAIDY papun, Jashad-JauseM/adIAsas juawAo|dwy 


4aSn[) adIAsag JuaWAojdwz 


sjuely Ajajyes pue yyeaH aul 
s}UdWaaI3y UO!}e};NSUOD 
sJUeID WSN diysaonuaiddy 
SIUCEID (1DDDVVL) Sulules] JaaIeD Pue a8ajOD AjlUNWWOD adUe\sISsy JUaLUISN[py apes, 
sjueld Aduasiawg JCUOIIEN VIM / S}Ue15 JaxJOM payedojsig |EUONeN VOIM 
SIBYIOM UBlIIOY JO} UOIPEIYI9D oqe7] Ayesodwiay 
(DLOM) Wess0Jg Wpas9 xel AyunyoddyO JOM 
9S-V-09-ZT-LETOE-DH 98 a]]OD AWUNWWOD BUIWOAM Ua4yON 
sjueld Sulules| Gof gT-H 
aoUe\sIssy JUaLUYSN[py apesL 
WeIZO1d JUaWAO|dWy adIAJas AyJUNWIWOD JOIUaS 
aoueinsu| JuaWAO|dwaul 
diysadijuaiddy pauaysisay 
SUOI}PUOD SULJOM Pue UO!Zesuadwo7 
$914S1}21S DIO4 JOGe7 


yOavl JO LNAWLYVd3iG 


L10Z ‘O€ aunf papuq sea, jeds!4 ay} 404 
spsemy [e4apaj jo saunyipuadxy jo ajnpayos 


eBueol JO 9}e}S 


vos’ ZT 
TO8 ZT 
LOC LT 


009°LT 
vos’ ZT 
G8cLT 
C8CLT 
LLOLT 
ELE LT 
TLO LT 


897 LT 
Svc Lt 
SEC ct 
SCC LT 
TOC LT 
S00°ZT 
cOO'LT 


A-207 


9vS‘706S 
SLO‘CS 
ELT‘TvTS 
COTS 
708‘TES 


TO9‘80TS 
OZL‘VS6S 
€SS‘TTT‘7S 
86r‘0TTS 
€E8‘ZES 
VI6‘86TS 
6T0‘Z6S 
6866S 
6IT‘9LVS 
686'980'bS 
076‘7SS‘7S 
679'77S 
7ZL‘09SS 
000‘S8S 
6LT‘60TS 
9ST‘LS 
GZE‘OtS 
89L‘LSS 
969‘LSS 


VOT‘6GES 
8616S 


870‘89r'TS 


870‘89r'TS 
€ZS‘OSLS 


9086S 
sainyipuadx] 


000‘08$ 


€TT‘96S 


000‘0z$ 


WLOL ILVLS IO LNINLYVdIG 


IWLOL 
Tvv‘69S 


squaldjsaiqns 0} unowYy 


‘ajnpayds siy} Jo Wed jesZa}uU! Ue aie Sajou SuIAUedWOdIe aYL 


Ply-U]-S}UEID PUNY UO!EAIASAIg IIO}SIH 
uo!}aI]}OD e}eq pue YDIeasay  AdAINS |eI!80j0aH ‘*s"h 
UO!JUSATIg PUL UO!JESUBAWOD SSO7J 490}S9AIT JJOM-UOIJEAJASUOD Saldads pasasuepuy 
SWPIBOJd DIULISISSY PUL UOIJEUIPIOOS AFI|PJIA\ Pue USI4 
LCSSp =: UOHJEPUNOF aYI/PIIM Pue Ysiy JEUOHeN 
UO!JEPUNOY SH /PIIM Pue Ysiy JEUOHeN 
spun uoljejuawajdu| AlaAODaY - UO!JEAJBSUOD Saldads pasasuepuy 
SJUCID OFI|PIIM 93€1S 
puny uoljeAsasuoz saisads pasasuepuq anijesadooz 
SUR \sIsSsY JUBWASeUeL| 4PM pue YSI4 
WeIZOJd JUBWASeUe|\| PaYyssajeM 2AlZe19d007 
(daMGYA) Pafoid JUDWADUeYUG Ja}eM Ulseg JAAIY ELUIEA 
PV UO!EUIPIOOD af/PIIM Pue YsIy 
Jaljay WyZNoIg AdUaBJaW saje}s UO!JeLUe|IDY 
UO!JEUIPIOOD Jeql4| pue azejs JUaWaseUeW AzeAOY sed pue [IC |esapa4 
Weis0/d (YIWY) UOI}eWe|ay PUeT aUl|\] PaUOPUegy 
SUI] [EOD PUNOIBJapUN JO SJDaJJW BDejUNS pue BUIUIY] JEOD BdeLINS Jo UO!eEINsay 
adeus }sOD asuayjeyuD 
JUdWaseuUep] BdINOSAY UO!}99}0Jg pue AzeNH jeyUBWUOIIAUG 
LCSSh =: UOHJEPUNOF aHI/PIIM Pue Ysiy JEUOHeEN 
JUdWAaseuUeP] BdINOSAY UO!JEAIBSUOD JUL] PUL AJP] ‘USI4 
jUdWaseue JUC|d SNOIXON PUe dAISeEAU] 
jUdWaseuey| BdINOSaY UO!}EaIIDY 
JUdWaseuey| SadINOSAaY [ed/30}O}UOa|eq pue jesnyjND 
E8SOOAVOTY = [!9UNOD AyUNWWOD deurjag HO4 
spue7] uelpu| UO aunyno38y 
salle 4 pue Ajjaplq ‘UaspyiuD UeIPU] 0} SadIAJaS 
IN3WSSYDV VWSd = Adi aaJ9 emaddiuD 
DIUCUIBAOD-JJas |equy 


YOSLNI AHL AO LNAWLYVd4dd 


SaSUCYOXI UAZI}ID - SWeISO1g BSUeYX] JeINI|ND Pue JeUOISSaJOJd 
SJeJOYIS - SWeISO1Jg aSUeYOX] D]Wapedy 


L10Z ‘O€ aunf papuq sea, jeds!4 ay} 404 
spsemy |eJapaj jo saunyipuadxy jo ajnpayos 
eueUO|] JO 9323S 


vO6'ST 
808°ST 
999°ST 
v99'sTt 


€99°ST 
L£S9°ST 
vEI'ST 
ST9'ST 
809°ST 
vss'sTt 
TESST 
LTS'ST 
vIS'st 
Lev'st 
cSC'ST 
OSc'ST 
8EC ST 
9ET'ST 


TEC ST 
OEC'ST 
SCC'ST 
vec ST 


vEO'ST 
ScO'ST 


ccO'ST 


STV'6T 
TOv'6T 


A-208 


T6Z‘798‘96ES 
TOT‘O@7'TS 
0€9‘V19'S6ES 


Tr'vs9'Ts 
Tvr‘739'Ts 


606‘Z98'0Z$ 
vE6VeTS 
97S‘LVTS 
66€‘SZS 
87C'VLE'TS 
(09€‘rS) 
9€9‘856'6S 
TLE‘8TSS 
7Lv‘ZSTS 
9E7‘7Z69S 
9Lv‘97S 
T6E‘9LL'TS 
878‘6VTS 
TE8‘0L8'SS 


78L‘678‘vvS 


vre‘OL8‘TES 
EZL‘OSE‘TZS 
T7Z9‘6TS‘OTS 


8€v‘6S6'7T$ 
T8v‘6S 
vIT‘6TsS 
008‘77S 

616. TTS 
vIV‘sss 
sainyipuadx] 


‘ain 


IWLOL 
Z08‘E0T‘TS 
v66‘TL8‘8S 


IW1LOL 
Tvr‘7s9o'Ts 


TWLOL 
6TL‘SSS 


LOT‘COES 
(09€‘rS) 
L8L'7S8'8S 
8S9‘89ES 


O€T‘OS 


TWLOL YOIYFLNI FHL AO LNINLYVdIG 


TVLOL 
959'9S$ 


WLOL 


vIy‘sss 
squaidisaiqns 0} JunowYy 


paypds siy} Jo Wed jesZa}U! Ue ase SajoU SuIAUedWOdIe aYL 


WeIZOId S/le4] JEUOIJEIIDDY 
uol}ONAJsUOD pue Suluue|g AeMYSIH 


dajsnj> uolJInN4jsuOD puv BuluuDjg Aomybiyq 


Wwes301g e[NWIOY Salq|loe4 sng pue sng 


4ajSn[D WSUDIL joJapas 


SJUBID BUIUUE]d PUR BUIUIeI] 103995 II]QNd sjeluaye|A] SNopsezeyH Aduases9}U] 

qUeID aseg a}e}S WesIZO1d Ajajes auljadid 

s}UeID Ajajes Aseuoljasosiq (WSLHN) UolzesjsiulUpy Ajajes dyer] AemyUsIH |eEUONeN 
pa}ed!xo}U] I|IUM SUIALIG JO} SIBPUAJO Jeaday JO} SalyYeudg LUNWIUII 

youeasay pue Suluued 3}e1S$ 

seauy |eINY JO} S}UCID e|NWIOY4 

ydieasay pue suluueld UeWOAdOJJa|A|-UON PUue 9}e}S pue BulUUe|;g UO!}eEWOdsSuUeI) UEWOAOII|\| 
SJOMIAN PUe SWUAISAS UO!EWIOJU] BJIIYaA Je!BWLWWOD 

SJUBID JUIWADIOJUW JAaPsOg 

JUCID JUSLWWDAOIGW] WeIZO1g BSUdI!] S JAAG Jel4aWWOD 

Ayajes JalsseD JOJOW| [eUOITEN 

WeIZO1dg JUBWUdO|aAaq pue YJeasay AemysiH 

Weis01g JUBWAAOIGW] Ody 


NOILVLYOdSNVUL JO LNAWLYVddG 


UolyeINpy Ja}UNH Seg PUue UO!}EIOYSAaY SYI/PIIAA 
Wwes301g UO!}eJO}SaY Ysl4 Pods 


4a3snj afipliM pun ysi4 


youeasay ejyeq pue asp uajeM 

uoljeINpy pue ‘YIeIIINO ‘U0IID9}OId ‘UOIJEAJASUOD DIIAIIS Y4Jed [EUDIIEN 

WaysAS ye, [JEUOIJEN FU} JO SadINOSAaY - SWeIZOIJg SUlUled] PUe YDeasay aAljesadoo7 
diyspuemays adinosay jeinjen 

Sujuueld pue Juawdojanag ‘UO!{USINbIY UO!ZeaID9Yy JOOPINO 


L10Z ‘O€ aunf papuq sea, jeds!4 ay} 404 
spsemy [e4apaj jo saunyipuadxy jo ajnpayos 
euej UW JO 9323S 


6TC'0C 
SO¢'07 


9cS°0¢ 


€0L°07 
002°0¢ 
vt9'0c 
809°0¢ 
STS'02 
60507 
SOS‘07 
LEC OC 
EEC OC 
CEC OC 
8TC0C 
00c°0¢ 
90T'0C 


TL9'ST 
S09°ST 


T86'ST 
vS6'SsTt 
Sv6'ST 
vve st 
9T6'ST 


A-209 


TvT‘Tt7s 
002‘008'9S 
S76‘TTS 
GL9‘SZTS 
9ZES 
GE8‘SET‘TS 
€89'88S 
929‘SOTS 
8738'Ss 
L6T‘STTS 
vsss 
TSZ‘V6TS 


6€8‘SE6‘9$ 


6E8‘SE6‘9$ 
EET‘S8S 
0Z€‘989'9S 
98E'V9TS 


€v9‘TS 


€v9‘TsS 
€v9'TS 


0S0‘@vr‘Z2vs 


O6Z‘9TES 
006‘0TS 
068‘S0ES 


6IT‘ETL‘ZS$ 
06Z‘ELLS 
678‘6E6'TS 


sainyipuadx3 


*ajnpaypds siy} Jo Wed jesZa}uU! Ue ase sajoUu SuIAUedWOdIe aYL 


IWLOL SYIVIIV SNV4ILIA JO LNINLYVdIG 


WLOL 


IWLOL AUNSVIEL IO LNINLYVdIG 


WLOL 


WLOL NOILVLYOdSNVUL IO LNINLYVdIG 


TVLOL 
676'6$ 
089‘2T7@$ 
TVLOL 
6Ly'SLTS 
VEB‘OVES 


squaldisaiqns 0} UnowY 


SOUeNSISSY payejay pue WesZO01d JUCID YIOMJAN ABUCYIXA UO!JEWUOJU] [EJUBWUOIIAUZ 309°99 
SJUBID diysuauyed BIUEWIOLadg 09°99 
WesZ01d dIYSMO}|24 (YVLS) SUNSaY eAalYydY O] BdUaIIS ~yTG'°99 
s}URID JUaUdOJaADG WeIZ0Idg pueIaM |eEUOIZaY T9799 
GLOEE8E6-6D CULO JO S}D1UISIG UOIJEAIBSUOD Ja}e/\ PUL [IOS 
SJUBID UO!}EJUBWAa|AW] BdINOS JUIOdUON O09'99 
Sujuuelq Juswaseuey Ayjeno yale = vSv'99 
UO!}99}O1Jg BDINOS Jae PUNOIZIapUA a}eIS §=EEV'9D 
yoddns wes8o/d |eqiuy pue ‘a}e}s4a}U] ‘B}C1S JO1JUOD UO!IN|[Og JAIEM G6LLV'99 
saqli] pue sajejs 0} sued asodundiyinw) = 107'99 
spaloig payepuew Ajjeuoissaizu0D ~=7Z07'99 
WeIZOJdg JUCID Jasaiq Uea|D 331e1$ OV0'99 
AINADV NOILIALOYd TVLNSINNOUIANS 


SdUPISISSY |EUOIJEINPY B04 JaaIUNJOA-||V  vZT'79 
aue) WOH BUISUNN aes SueIaIaA = STO'9 
ase) Ayellolwiog a3e3g sueiajaA = pLO'9 

SYIVISV SNVYSLIA JO LNAWNLYVd3dd 


SJUCID JOfe|\|-UON SNOauUel|aosiA] XXN'TZ 
AYNSV3AYUL IO LNAWLYVdIG 


weiz0lg WOpaesj MAN TZS'0Z 
SlUIGESIG YIM S|eNpIAlpu| Pue sOJUaS Jo AYJIGO|| paoueYyUZ ETS‘OZ 
4ajsni|p swipibold SAJINIAS WISUDIL 


SwesZ01d Ajajes AysOlg |EUOIEN 9T9'0Z 
Ayayes Aemusipy Aytunuuwos pue a3e1g = 009'07 
daysnj) Ayafos Aomybiy 


L10Z ‘O€ aunf papuq sea, jeds!4 ay} 404 
spsemy |eJapaj jo saunyipuadxy jo ajnpayos 


eBueoW JO 9}e}S 


A-210 


T9S‘LS 


STS‘@p7$ 


STS‘7v7s 
7SU'88S 
€90‘VSTS 


€SE‘vTS 


€SE‘vTS 
€Se'vTS 


T9‘SOZS 


T9v‘SOZS 
T9”‘SOzS 


vEs‘00z‘Lzv$ 


099‘98'8ETS 
099‘9/8‘8ETS 


99L‘SPT‘SLZ$ 
99L‘SVT‘SL7S 


80T‘8LT‘ETS 
S86‘T8TS 
ZvO'TT9S 
979‘9LTS 
LEO‘STLS 
9V6‘V6ES 
18S‘STO'CS 
LLO‘L72S$ 
sainyipuadx] 


*ajnpaypds siy} yo Wed jesZa}U! Ue aie SajoU SuIAUedWOdIe aYL 


TWLOL NOILVYLSININNGY SIDIAYAS 1V4INID 


TWLOL 


TWLOL LNIGISIUd JHL AO JD14AO ANILNIIXIA 


TWLOL 


TVLOL NOISSIININOD ALINNLYOddO LNINAOTdINA 1VNOIA 


WLOL 


TWLOL AINIDV NOILIILOUd IVLNINNOUYIANT 


WLOL 


TWLOL 


TVLOL 
86r‘0ES 


Wwes301g adue\sissy Jed1UYIa| SSaupasedaid Aysnoas puejawoH 00°26 
ALIMYNDAS GNVISINOH 40 LNAI LYVdid 


sjuaWAedg WIOJAY UO!IDI]IZ_—s TTO'6E 
Ayiadoid |euosiagd snjdins jesapay yo uolzeuoq =€00°6E 
NOILVUYLSINIINGY SADIAYSS 1VYANID 


WeIZOjd Seay Suloiyes, Snug Aysuazu] y3IH TO0O'S6 
ANAGISAYd JHL JO 3D1440 SAILNIDAXA 


PIGT JO PV SIYBIY [IAIN B42 JO HA ALL UOeUsWHIsIq JUaWAO|dWA TOO'OE 
NOISSIWINIOD ALINN.LYOddO LNAWAOTdWIa TNA 


Spun SUIAJOASY 93€3S JaIeM\ SUIYULIG JO} SjUeID UO!eZIeEUdeD ggV'99 
4ajsnj9 puny Buinjonay 23015 4210 Burjuliq 


spunj SUIAJOAaY 93e3S JaIeM ULA|D JO} SjUeID UO!eZIeEUdeD ©gsy'99 
Jajsnjz puny Buinjonay 2}015 4210 ubajD 


sjuesD Uuol}eONp® jewUawWUOIAURZ TS6'99 
sjueID WeIZOJg asuOdsay jeqiit pue ajejg += /T 8°99 


sjuaWaal3y aAI}e1ad007 WesIZOJg B1OD aqli| UEIPU] pue a}e1S puNjuadns 608°99 
WeJZ01g UOIPY BAI}IaII0D puny ysNJL YUL] aBe10}S punoussapun suryjee] sS08"99 


Wwes301g adUel|dWOD pue UOIAaIaq ‘UO!JUaAaIg JUL aSesOIS puNoZuapupy 708"99 
sjUuaWaal3y aAl}e4ad007 IIJI9adS-a}IS aql4| UeIPU] PUe ‘UOISIAIDGns |edI31]0g ‘a}e1S punjJiadns 708'99 


squaldisaiqns 0} JUnNowY 


WesZO1g SJULID UO!USASIg UO!IN||Od 80L'99 


L10Z ‘O€ auns papug sea, JeIs!4 ayy 104 
spuemy |eJapa jo sainjipuadxg jo ajnpayrs 
PULUO|] JO 33235 


A-211 


*ajnpayds siy} yo Wed jesZa}U! Ue aie Sajou SuIAUedWOde aYL 


€08‘0T$ IVLOL NOILVYULSININIGV SGHOD74Y GNV SIAIHDYV IVNOILVN 
€08‘0TS IWLOL 
‘0s01Is i (tti(‘is~™S SJUBID SPJOIIY PUP SUO!EDI|QNd JEDUO}SIH [EUOIeEN €00°68 
NOILVULSININGY SGYO94Y GNV SJAIHDYV TVWNOILLVN 
v9T‘97Z$ IVLOL NOILVYULSINIAIGY JIVdS GNV SIILNVNOUYIV IVNOILVN 
v9T‘977S IWLOL 
LL6‘TS DZZNVITXNN/LIIN-TO-9T0Z = 4a}UaDUAaINS 
uonesnpZ = g00'€r 
COL‘EVTS L8689SMN —-uOySuLYyseN JO Ajsuaatuy 
S7v‘08$ a0ua!ss = TOO0'EY 
NOILVULSINIINGY J9VdS GNV SOLLNVNOYAV IVNOILVN 
OZO‘TT$ IVLOL SSIYDNOD JO AUVUEIT 
020‘TTS IW1LOL 
OZO‘TTS sjUeID JOfe|-UON sNosuUe||aosII XXN'ZV 
SSJYDNOD JO AYVYAIT 
LO8‘ETT‘ZZ$ TIWLOL ALIMNIIS GNVTIWOH 4O LNINLYVdIG 
LO8‘ETT‘ZZ$ IWLOL 
vee'Ls €00-60-MdSMdS-vT uawyedag aijog |Jadsi/e>) 
vE9‘ZST‘bS vSS‘O6T‘ES WesdO01d JUEID Ayundas puejawoH 90°46 
£88'98SS TVT‘€9€S uolzesiy A 493SeSIG-24g L0'L6 
6CT'8v7'TS sdauyeg jeajuyse) Sulyesedoo) = G0"L6 
T69‘EZTS UID SJB] YSIJ2sI4 0} BdUeISISSY 7706 
09S‘/S SJUBID SWaysAs BulUles| A414 a3eIS EvO'LE 
S89‘0S6‘7S €25‘698'TS SJUBID DDURPWOJI9d juawaseuel| Aduassawy cv0'L6 
EvL'72S Weido0jd Ajayes Wed [eUOIeN TvO'L6 
LVS'SS7'CS 68S°ES7'CS JURID UO!ESIUIAI PseZeH GEO'LE 
9LS‘0T9‘6S 99€‘0ZE'6S (sdaysesiq pasejsaq Aljeljuapisaid) aduejsissy II1GNd - sJUeID Jaysesiq 9E0°L6 
ELT‘V9TS 00S‘TZ$ aouejsissy UOHeSIUA| POO] + 6Z0°L6 
L00'L02@S (3SSS-dVD) JUaWAa!y SadAJas Yoddns ajeis WessO1g BduUejsissy AWUNWWOD = €Z0'L6 
OLT‘67SS aouejsissy jelnueuly Ajayes Sujeog ~=ZT0'L6 


sainyipuadxy squaldisaiqns 0} unowy 


L10Z ‘O€ aunf papuq sea, jeds!4 ay} 404 
spsemy |eJapaj jo saunyipuadxy jo ajnpayos 
eueUO|] JO 9323S 


A-212 


OSO‘EEO'TS 


0S0‘EE0'TS 
966‘ZLES 
ST6‘9ES 
6ET‘8T9S 


v97z‘97ES 


v97‘9ZES 
LEv‘ES 
L78‘7ZES 


009‘8Z0‘7$ 


009‘8Zr‘2$ 
8729'6S 
L98‘SLS 
790'TS7S 
E9T‘EEO'TS 
vores 
Svc‘Es 
SS8‘E8TS 
ELC'ES 
090‘STS 
€S5'GS 
(6TS) 
6EV'ES 
v8s‘zs 
LTSS 


OL6'V8Z$ 
TTL'v7s 
878‘LES 


sainyipuadx] 


‘ajnpaypds siy} yo Wed jesZa}U! Ue aie SajoU SuIAUedWOdIe aYL 


TVWLOL NOILVYULSINIINGY SSINISNE TIVINS 


WILOL 


WeIZO1dg JULID JO|Iq UOIOWOJg WOUdxy pue apes] a3e31$ ~=T90'6S 


WesZ0jd dlyssaujed AZojouysa! 3}e1S pue |esape4 


8S0°6S 


sJajUay JUawWdojanaq ssaulsng jews LE0'6S 


NOILVYLSINIINGY SSANISNG TIVINS 


TWLOL NOILVGNNO FJINIIDS TVWNOILVN 


WLOL 


ZIEZOTT aBajjop Jeuayooy ysijes 
sadnoseay UELUNH pue UOl}eInNpy 


NOILVONNOG4 JINIIDS TWNOILVN 


TWLOL SSILINVINNH FHL YOI LNIINMOGNGI TIVNOILVN 


WLOL 


9S99‘6SS 


SOT ‘Z6ES 


sjuaidisaiqns 0} UnowY 


WeISOJd SANINU] YW4ddd Pue YI'eaH |eqo| ,sdioD aoead 
Wwesiso01g UeLeIg!] Ainjuad IsTZ ysng esney 
S}UBID diysuapeay jeuoljeN 
$aje1S 0} S}UeID 
ed Jaw JO} SUNasNn|A| 
spuadiis pue sdiysmojja4 SaljIUeWINH Jy} JO UOIOWOJd 
ET-LZTOS-fd/NOW —Aqal90¢ [e91403s1H 33e35 OYep| 
GvOY9T euejUo/| SalueWNH 
SSDDV PUL UO!JEAIISIId JO UOISIAIG SAIJUCLUNH 9} JO UOIOWOJd 
ZZOUVT  euejUo/| SalueWNY 
TTOY9T  euejUo/| saiiuewny 
OZOYHOT eueUo/| SaluewNny 
O€OHZT euejUO/| salueWwNY 
GZOYULT euejUO/\ SalUeWNH 
diysuauyed aje1S/|esapady SaljiUeWINY ay} JO UOIJOWOJd 
sjusWaaIsy diysuauyed SUV 9Yy} JO UO!IJOWOJd 
TOO8TO00 = 4SOMPII SUV 
SJENPIAIpU| pue SUO!}EZIUEBIO 0} S}ULID SY 3y} JO UO!IJOWOJd 


SAILLINVINNH SHL ¥Od LNJIIMOGNA IVWNOILVN 


L10Z ‘O€ auns papug sea, Jeos!4 ayy 404 
spuemy |eJapa jo sainjipuadxg jo ajnpayas 
PUL UO|] JO 33235 


9LO'LV 


00'S’ 
ETE'SV 
CLE'SYV 
OTE SL 
TOE'SV 
O9T ST 


6VT'SV 


6CcT'SV 
ScO'Sv 


vc0'Sv 


A-213 


SEE'76S‘9S 


TZ0‘000‘9S 
TL0‘000‘9S 


v97‘Z6TS 
v97‘7ETS 


sainypuadx] 


‘ajnpayds siy} Jo Wed jesZa}U! Ue ase SajoU SuIAUedWOdIe aYL 


TWLOL NOILVYLSINIINIGV ALIYNIAS TVIDOS 


WLOL 
aouesnsu| Ayjiqesiq Ayunsas [eI90$ 00°96 


4aSN{D [SS/aaubsnsu AjjIqosiq 
1VLOL 
€L7‘09$ Wwes301g adue\sissy pue SUIUUL}d SAAIJUBIU] YOM - Ajlndas 2190S g00°96 
NOILVUYLSINIAIGY ALINNDAS IWIDOS 


squaldisaiqns 0} unowYy 


L10Z ‘O€ aunf papuq sea, jeds!4 Ay} 404 
spsemy |e1apaj jo saunyipuadxy jo ajnpayos 
eueUO|] JO 9323S 


A-214 


T9S‘LS 

686'7SS 

Z6L‘OVES 

LI@‘8L¢$ 

TEC‘ECS 

Lv9‘0EZS 006‘0TS 
ZE8‘6TS 

L79‘6TS 

SSE‘8S 

6617S 

OTT‘78T‘vs 0967S 
SES‘StS 

SST‘6LS 

977‘LLS 


v6S 


TL9S 
77v‘9TS 


9078S 
976'7T7S 


G99'6¢S 


sainyipuadxy sjuaidisaiqns 0} JuNowY 


*‘ajnpayds siy} jo Wed jesZajul ue aie sajou SulAuedwodsse ay 


LE8SZOONVA Alsuaalup ayes e}0xeq YON 
s]UeID Udseasay jeloads ‘ydueasay jesnynousy JOJS}UeID = OOT'OT 
ainyNasy pue pooy jo 9a}nzJsuj] JeUOIeN 
9990000000 #Od = UIsuOdSIN JO AjIsuaAlun 
jUuawdojanag pue ydeasay snoauejacsi~j) = GY'OT 
snoaue|ljaosi 
swes301d Asjsajoj |eEUO!I}eUJa}U] ~=789'OT 
TEOPC-VZPBE-STOZ ada|JOD |eua}ooy yYsijes 
U0!}99}01d YIJESH S8404 = 089°0T 
VOO-VASN-IN-8TSS — Alsdaaluf 93235 elUeA|ASUUadg 
wess0ig diyspuemays }S9404 =8/9'OT 
OSYSM-SINYZTOZ = Ayalo0s juawaseueY| Jarry 
TIM = 92uel||7 diyspsemays ssousap]iM |euoIeN 
LTOZIM = -89Uel||V diyspsemays ssausap|iM |EUOIIeN 
yoieasay Aujsas04 7S9'OT 
|IIAIIS }S9104 
GV699S Od ‘99SSHVS Aassaf MAN Jo AjIssaAlUl a}eyS BY ‘SsadINYy 
aouUeR\sissy JeuNyNIBy jeduYyIa| O96'OT 
weiJZ0Jg aajueIeNd WodxXA OTI'OT 
DIIAIVS JeANYNIAZYy Usla104 
sueo] 8uljeuadoQ Wue4 90r'0T 
Aduasy adiAsas wie 
96COT-OVTZ9 = UO!HINN PI!YD U! SIWOUOIA |EJOIABYOg JO} 49}U9D |JPUOD 
yojeasay UO!INN pue ejyeq JawiNsuoyD €G7'OT 
O990T-Z98ZZL =: UONINN P]!YD U! S9JWOUOIA |EJOIACY9g JO} J9}U9D ||9UJOD 
SUO!}eJOGe||OD pue SjUdWaZIBY aAI}eIadOOD ‘YIIeEaSay J!WOUO0I jesNny pue jeinzjnUsy OSZ'OT 
JIIAIIS YDeasay J1WOU0IA 
69TO-VASN-NSW-E9ES —AlIsuanluA azejs elueA|ASUUdad 
ase) JeWIUY pue ‘}01]U0Z 3Saq ‘aseasiq jJewiuUY pue jUue}q SZO'OT 
|IIAJVS UOIWadsuU] YYeaH We; pue jewiUy 
yoieasay paljddy pue diseg Yeasay jesnyn3y TOO'OT 
SIIAJVS Yjeasay jesNyYNIVsy 
AYNLININOV 4O LNAWLYVd4jd 
Ja}Sn[> JUaWIdOjaAaGg pue YydJeasay 


LT0Z ‘O€ uns papug sea, jedsl4 ay} 404 
spiemy |e4apad Jo sainyipuadxy jo ajnpayrs 
eue}UO| JO 3321S 


A-215 


*‘ajnpayds siy} jo Wed jesZajul ue aie sajou SulAuedwodsse ay 


€vz'9S GOOETS AlISuaAlUA a}e1S sesUey 
SLL'VS GVOLTS AIsJaAlUA azeys sesuey 
jeanynousy Ayunsas puejawoH POE'OT 


TLE‘QLZS GCL‘6S Swessol1d payessaqu| ~ €0€OT 
LOT‘TES 89977-VCPBE-ITOZ — ada|JOD Jeuajooy Ysijes 
€S9‘8TS 8SS7-VZPBE-ITOZ  ada|JOD leua}ooy Ysijes 
TE8‘60S TOO-NSIN-9T-VVS a8a]|OD 1eUa}OOy YsI|eS 
€SS9'7S T6-NSW-TLT-pZ — a8a]]OD !eua}Ooy Ysijes 
weis0jd YdJeVS9Y SUO!I}NSU| PE6T LCC OT 
vL6‘STS GZOEEBOZT wWeidOJd JUVS UO!SaYy Ua}saM 
6E8‘ES O6E-76S00Z Adsuaniun ayes YeIN 
€S6ETS OLZ-TOOO0-E680ST ArIssaaluA azeys YeIN 
T8S QOOZE80TT AlISJaAIUA 9321S YeIN 
78T‘LS LOE-VEOLIBOVT = Adtsuantun ayeis YyeIn 
778‘LS TTE-TO000-Z6S00Z = AlsuaAlUp 9323S YeIN 
SLV'8S LCT-VZOEESOTT GUVMVENS = Arssaniun ajeis yein 
€S7'6S S6E-76S007 = AtISuaatuA ajeys YyeIn 
OZO‘TTS SET-TTOEEBOZT Alsuanlun ayeis YeIN 
L98‘TTS LL@-SCOOL9DET = Adtsuantun aze3s Yyean 
v98‘ECS LOZ-TOOOO-E680ST AiIsdaAlUN 9323S YeIN 
866'72S TSE-TOO00-Z9807T AlIsdaAlUN 9323S YeIN 
V88°9ES VLT-TOOOO-E680ST ArIssaalun azeys YyeIn 
86r'VSS 99€'vS €EZ-9ZOLIBOVT Alsuanlun ayes YeIN 
890'6SS SLT'8S 99-ED09L9DET AlsuanluN ayes YeIN 
(vs) EOO9Z90ET AlIsJaAIUA 9321S YeIN 
8T0'79S QVE-BEOLIBOVT Allsuanlun ayes YeIN 
LLL‘0@S GET-vSOL980vT  Adtsuantun ayes Yyean 
vvs‘STsS €S0S000d/TO0-8S-S8dyrd Yep] Jo Ajissanluy 
uoljyeonpy pue Ydevsoy ainyno3y gqeulejsng STC OT 
T8T‘L78‘7S PV YOIEH BY] JapUN SUO!}e}s JUBWIJadxXq [eINYNIBy OF sJUaBWAed E€0Z'OT 
S96‘S89S YIIeVSoY AdjS9404 dAl}e19d007 COC OT 
S6v‘7TS LTS6-Odd uo wuUlYseN jo AjIsJaAlUy 
95S TOO-dS-9Edyra Yep] Jo Ajissaniuy 
sainyipuadxy squaidisaiqns 0} JUnNowY Jajsnj> JUaWdoOjaAaq Pue YyIJeasay 


LT0Z ‘O€ aunf papug sea, jedsl4 ay} 404 
spiemy |e4apa, Jo saunyipuadxy jo ajnpayrs 
eue}UOI| JO 33e1S 


A-216 


L00‘¢S 


L69‘TLS‘ETS 


778'9S 
L00‘6ZTS 
TST‘TSES 


v7t‘o7cs 
v7T‘6S 
9EL‘T8SS 
99G'TS 
VI9‘8TZS 
€60‘ZTS 
ZTO‘09TS 
782'VS 
vs 

LTTS 
8L7'SS 
S09‘007S 
LOT‘TITS 
LEL'EES 
769‘07S 
OvS‘vrs 
TLL'607S 
OZ8‘OTTS 
vLT‘LTS 
L67‘6v0'TS 
€62'67S 


ELT‘6TS 


980‘06TS 
sainyipuadxy 


*‘ajnpayds siy} jo Wed jesZajul ue aie sajou SulAuedwoosde ay 


aouejsissy JUaWYsN[py 91WOU0DZ «= OE TT 
uonedsiulwpy }UaWdojanag 91W0U0s4 
ADYAWINOD AO LNAINLYVddG 
IVLOL JUNLINIIADV JO LNINLYVdIad 


WeIZOJd SAAIUDIU] AWeNH jeJUsWUOIIAUZ ZT6'OT 
QEL-OT-SLVE-89 “9U| ‘JaABJOJ SjUeseayd 
7S7'TS UOIJEAJBSUOD Ja}eM pue IOS ZO6'OT 
DIIAIIS UOIEAIBSUOD SIIINOSOY [EANJEN 
GVSEOOD ST880T AlssaAlUA aze}s UOYUIYse/M 
ZOOVEBOZT = AtssanluA ayeis yen 
VIIAJVS UOISUA}XJ BAI}eN9d00D ~=90G'0T 
VE-GOEZ-VTVS siAeq “elWsoyI]eD Jo Ajssanlun 


60L‘6S WEIZOJd SJUCID DAI}JIAWOD JUdWAaZeUe| JS8d PU UOIID9}IOJg GOI GZE'OT 
S60ETS AlsuanluA aze}S sesuey 
6789S (IGHg) WesIsOdd SIUCID DAIJEAWOD SAI}eI}!U| JUBLUdOJaABQq Pue YdJeasay ssewolg ZTEOT 


7862009 808STT Allsuanluf ajeis uoydulyseM 
€86Z00D 8O8STT ArIsuaAlur azeys UOUIYyseM 
NSW-8ZTZOOT BUIWOoA(M Jo AqIssanlun 
TSLISANSPED6Z jUOWA/ Jo AysuaAlun 
700-S000-8979-SZ__ UjOdUI]-eyseAQaN Jo Ayssanlun 
BT-8TLSTOTOZ SIAN ‘BIUJOSI]D Jo Aysyanlun 
B0-99SED9TOZ SIAR ‘elUJOSI]D Jo AysuaAlUy 
GO-Z600-STOZ AjISJaAIUA) B}eIS EUl|O1eD YON 
V8ISTS AilssanluA aje}s sesuey 
Z-009T6-9 = Allsuantun aze}s OpesojoD 
€-009T6-9 = Allsuantun azeis OpesojoD 
T-TOOOL-D = Ajisuaaiun aze3s OpesojoD 
€E9ESTS (I¥4V) eAIVeIIU] YoJeasay poo pue aiNyNW3By OTEOT 
97VOT-666EL Allsuantun |jaus0D 
aalyelqU] Yseasay dos Ayeisads 6OE'OT 
ODSV13g Aso0joUuYda] a}eLUdOIddy 40} 4a}UdzD |eUdI1eN 
T6S‘ELS dAljelWU| UOISUd}XZ pue Yeasay aunynosUsy DWuesIQ ~=LOE'OT 
squaidisaiqns 0} JUnNowY Ja}Sn[D JUaWIdOJaNaG puUe YdJeasay 


LT0Z ‘O€ aunf papug sea, jedsl4 ay} 404 
spiemy |e4apa, Jo sainjipuadxy jo ajnpayrs 
eue}UO| JO 3321S 


A-217 


*‘ajnpaypds siy} jo wed jesZajul ue aie sajou SulAuedwodde ay 


QLL'vS OZ-TTOZ ewoyesO Jo Ajissaniun 
780'6ES TO-TOAV/TE9IV-NSWI Od = ‘9U| ‘Sa}eIDOSSY Sd1 
CSE'EETS QINTO-ST-vOSS-7S UO!}eOdIOD 7S 
98ES ‘ou| ‘sJeaye| Uad!9e|5 
OLS‘8EES yoseasay IyIjUal9S pal|ddy puediseg O0E'ZT 
yoieasay [EARN JO Jaly JY} JO BdIJJO ‘AAeN JU} JO JUBWJIed|aG 
E9T‘SSES jUalUdojanag pue YdJeasay aAl}esOge||OD = PITT 
SJBBUISUY JO JaIYD BY} JO BdYJO ‘AWUy ay} Jo JUaWIed|aGq 
S86‘7TS ZO90ZLSOOV = e}OsauUUI|\ JO AyIsuaAlun 
TOES ZOZOSITOOV §=e}OsauUUl|\ JO AjIsuaAlun 
9@T‘@77'7TS TLZ‘98TS WeIZOld SADUBIDS YDJeasay BSUajaq 89404 IY O08'ZT 
PUCWIWOD jaliaze] ‘99104 AI BY} JO JUaWIJIeEd|G 
LSL‘89S 7Z9T-Z-9T-008rdS AOU NY JUBWdOjaAaq I1WOU0D] AXS BIg 
LSS‘87ZES SWJI4 SSAaUISNg JO4 adue\sISsy |ENUYUIA| JUBWAIINIOIg ZOO'CT 
Aduasy $91}S1307 asuajaq 
OEL‘SZTS 70-9682-9T09 = AlIsuaniur aze3s EUljoJeD YON 
9L9'TSS ELOT-VddVa-7T = Azsuaalum ang 
TEE‘SS juawdojanag Asojouyda] pue ydieasay OT6'CT 
Aduasy spafoig ydieasay padueApy 
43SN34]4d 4O LNJINLYVd3d 
v80‘769$ TWLOL JDUIWNINOD 4O LNINLYVdjG 
€99‘66$ WeIZOJd JULI UO!JEJUBLWA|AUU] |eE907] pue a1eIS = LS TT 
UO!}JEAISIUIWIPY UOIJEWOJU] PU SUOI}EIUNWIWODIIa! JEUOIZEN 
SEv‘OES uoljeonpy pue ‘eyeq ‘suoijeaddy ‘saouals je}UaWUOIIAUA «OV TT 
87v'6CS 609T-DV -UOIIeIDOssy s,UaWJaYsi4 eas Bulag 
wesso01dg Ajeas] UOW]eS DyI9eg AJaAODaY UOW]eS yseOD DWIIed §=SEV'TIT 
V68‘06TS yojeasay Iaydsowyy pue ayewl|[y = Tey TT 
(VVON) uonessiuiwpy d4aydsowy pue s1Ue390 |eUOIeEN 
LS9‘6EES TO-VS-ddW-LSIN —‘9U| ‘sajeloossyy 9g 8U0}S 
yoeasINO UuOl}eINpy 4JO/pue ssauisng ‘AZojouyra] ‘BdUaIIS = QZO'TT 
(LSIN) AZojouysal pue spsepuejs jo aynqyysu| |euoieN 
sain}ipuadxy syuaididaiqns 0} JUNOoWY Ja}sn|> JUaWIdoOjaAaq pue YydJeasay 


LT0Z ‘O€ aunf papug sea, jedsl4 ay} 404 
spiemy |e4apa, Jo saunyipuadxy jo ajnpayrs 
eue}UOI| JO 33e1S 


A-218 


*ajnpayds siy} jo Wed jesZajul ue aie sajou SulAuedwoosde ay 


(ZS) 
SLY‘VLTS 


9T8‘80ES 


S88‘ZEZ‘ETS TVWLOL ISNIIIG JO LNINLYVdIG 


67ZT'900'ES T86‘60TS 


9TL‘VL9S €8E‘TCS 


VICES 


TL6‘VZS 
ELS‘LS 
T69‘6TS 
TL9‘60TS 
vVI6‘ZES 
vev'TsS 
LOL'6VTS 
LO6‘ELS 
886'6TS 
(€$) 
062‘69S 
896'97S 
69L'T VS 
Tev'vrs 
ELT‘SSS 
00Z‘T9L‘7S OLT‘8ZLS 


sainyipuadxy sjualdidaiqns 0} JuNowY 


GVI1l =a8a]]oD WOH Sig aj] 
UaIpPIIYD UelPU| JO} SWeIZOId Jel9ad¢s -- UOI}eEINP uelpu| 66778 
uoleonpy Asepuodsas pue Ajequawayq Jo ad1JO 
ZTETOO-TS JeuolyeuJazU] [YS 
uoljeullwassiq pue JUaWdoOjaAaq ‘Ydeasay UO!}eEINPJ = SOE 
S$a2UdI9S UOIJEINP JO 93NIW}sSuU| 
NOILVINGI 4O LNIWLYVdiG 


Ydseasoy IJ WUBIDS WIseq =TEV'CT 
puewwos jaiazeyy Awiy *s'n 
jUuaWdojanag pue ydieasay jedipayy AvewIA! §=O7'ZT 
puewwos jesipalyy Awuy “Ss ‘n 
‘du| ‘adUaINS paljddy jo Awapesy 
S8UlJaaUIBUW PUe BdUdIIS Ul YDIeaSay padueApy pue ‘paljddy ‘siseq O€9'ZT 
asuajag jo Aie}a199S BY} JO Bd1JJO 
Awapesy Aseq A] JUIOd ISAM 
ZOT6OV8Z-9EZTE pue|AseW| Jo Ayssanlun 
TOO-vZO-TTT-S ‘ul ‘SAN 
SV Bude] sejNdaj|O|J |e4}DdS 
OTZINAOTS UuolyesodsoD epenayn esals 
VOZINASTS ‘Od uol}eJOdIJOD Epersn esals 
TO-9T-pS6T-2S Uo!}eJOdJOD 7S 
DTO-9T-vOSGS-ZS UO!}eNOd40D 7S 
TO-€000-ZT-ZS | UO!}eJOdIOD 7S 
Z0-9000-7T-ZS | UO!}eJOCIOD ZS 
Gv90zZ0009Z Aso0joUuYra) adeds UeEWLUNID douyWON 
G6ZOZO009Z Aso0jouYra) adeds UeEWLUNID douyWON 
L9069TOTOd SOPp!27] 
so1u0jOUd Jasplig 
666ZYV 4VSN = “DU ‘soIWAjeuY pue SyosUaS BJOWe|g 
jUuaWdojanag pue ydeasay snoaueljasi~j) = Y'ZT 
snoaue|jaosiA 
Ja}sn|> JUaWIdoOjaAaq pue YdJeasaYy 


LT0Z ‘O€ aunf papug sea, jedsl4 ay} 404 
spiemy |e4apa, Jo sainjipuadxy jo ajnpayrs 
eue}UO| JO 3321S 


A-219 


*‘ajnpaypds siy} jo wed jesZajul ue aie sajou SulAuedwodde ay 


€9€'7ITS 0€9'91S 
9@T‘v7s 
SE8‘TTS 


976‘9VE'CS 900‘VE8S 
8SL‘0TZS 
€v6'9S 


vOT‘TOTS 
Gvl‘TSs 
8ES‘06S 
TTO‘'T8$ 
678'68T‘ES 
O6E‘66TS 
000‘0zS 
OTS‘LS 
(079‘vS) 
v0S‘SSS 
876'79S 
9SL'8S 
9SE‘OEL‘ZS LSL'TOT‘TS 


OLT‘SESS 1WLOL NOILVINGI JO LNINWLYVdIad 


€S59‘0SS 


(S0z‘€S) 


690'VS 


sainyipuadxy sjualdisaiqns 0} JunNowY 


TEZTTHDSO-Z0DV-3G = Adoyesoge7 jeuoljen AajaxJog aduaIMe7 
LTSVTCISO-ZODV-30 = 89uel||V Adsauq aljeneg 
T-SETITIYV pajesodsoou ydieasay auAposay 

juawdojanaq pue ydjeasay snoaueljassi| = u'T8 

snoaue]/aosi 

juawdojanaq pue ydeasay Asiauq |ISSOJ 680'T8 
O€-ETOZ-4J  OpayoL jo Aqisuaniuy 
du] evayle 

juawdojanaq pue yeasay Asiauq ajqemauay = /80'T8 
VS'LT  UOISSILUWOD SalaYsi4 SUE] SAIS IIJ19ed 
D6EE-9T  uOISSILIWOD SaaYSi4 SULJe|A] SA}e1S D!9ed 
9TAI-dMs-LSVdd-NS-O0-TTO-cOOC =—OYEP] JO Bq] }eus}00)| 
LTAd-dM4-LSVda-NS-00O-TTO-cOOC = OYEP] JO Bq! }eUs}00)| 

juawudojaneq pue ydjeasay uolyeAasuoy = 980'T8 
TL9ZTOODS-JG = BUIWOAM Jo AjIsJaniun 
SLO6V9T  saluojesoge7 jeuolien elpues 
SZVELLT#H Od sal4ojyesoqge] jeuoljzeN elpues 
QVESZVN90-7SOV-AG/S8PSPT AsojouYyra] salyindas |eUO!eEN 
NSIN-LAW =U SAlSojouYde JUaSJaW eue Uo 
NSW-LSAHLANY =U] YdJeasay ysAyjoWY 
7-6ZTTT INV = ‘DU ‘Yddeasay aUApOJaYy 

WeJSOJd SDUEISISSY |EIDUCUIY BDUIDS JO BIO 6yO'TS 

ADYANA JO LNJINLYVd4ad 


UOIeINPA JayYZIH JO} UOISsILUWOD a}e}S1a}U] Wa1Sa/\\ 
uoleonpy Asepuozasjsog JO JUaWAaAOIdW| ay}40} puny 9OTT'yg 
uoneonpy Asepuosas}sod Jo a21YJO 
ZLOZAIAS-ZOLW-60 — Aajarsag ‘elusoyije9 Jo Aysuantun 
Ill ZTOZA3IS-ZOLIN-60 = afo4g BUI |eEUONeN 
squeiy a3e1S Ayjend uayusea! BulAoidu| ~=/9€"78 
Ja}sn|> JUaWIdoOjaAaqg pue Yydieasay 


LT0Z ‘O€ aunf papug sea, jedsl4 ay} 404 
spiemy |e4apa, Jo saunyipuadxy jo ajnpayrs 
eue}UOI| JO 33e1S 


A-220 


*‘ajnpayds siy} jo Wed jesZajul ue aie sajou SulAuedwoosde ay 


919‘6S 9LOZV60 Si0}aJIG aseasig WUOIYD JO UO!JeIDOSSY |eUOIIeEN 
(4Hdd) Spuny YyzYeaH I1/qNd pue UolUaAdJg Aq Wed Ul padueUIS -SUO!}EZIUEBIO HJOJd-UON 
euOlWeN YBNosyy YYeaH UO!JeE]Ndog BAOIJdW] 0} WaysAS YYeaH IqGNd ay} Jo Ayoedez Bulpying Peaee 
€S0'9S EO-OVTOOOLOBENT  sluesJ3OJd YEAH P!YD 7g |eUsaIe\ JO UO!]EIDOssy 
SUOI}EZIUCSIO UJOJdUON JeUOI}EN YsNosUy 
yyeaH Uo!jeEjNdod aAoJdtu] OF WaysAs YESH I!/GNd ayy Jo AjloedeD Bulpying - JHdd/VOV-NON veers 
098‘V0TS wesdOJd YJeaH pue Ajajes jeuoiyedn39Q 7976 
T9r'S77s 7v6‘LVTS sweis01d paseg AylunwWiWOZ pue a}e}S$ pue YJeaSaY JO1JUOD pue UO!UdADIg AUNfu| YOET'EE 
UO!UIAIIdg PUL [01}U0D aSeaSig 10} S1a}UaD 
S9EVS T-OZS604 4328 JaAUaq 
Auysi8ay aseasiq pue sadueysqns dIxO| JO} WesZOJg YEAH TOT'E6 
AjjsiZay aseasig pue saduejysqns I1xo| 10) Aouasy 
O9L‘ES TVLST uoysulysemM Jo Ajsuaniun 
SaWOINC pue Ayjend ‘sjsoD aueduyeaH UO yDeISaYyY 97Z7'E6 
Ayjend pue ydjeasay aseoyyyeapH 10) Aouasy 
9TE‘S9S 8V0-LTOZAI sesue>| Jo Ajsuanlun 
7T6‘V9S QOOOTTEEETH  sesuey jo Ajisuaniun 
LEE‘OTS 00-2O-66004106 §9=Yydseasoy puke UO!eWIQeYsY JO}f 93NI14SU] 
veL'vs CVOTTEES Yseasoy pue UO!TE|IGeYoY JOJ 93NIN9SU| 
Tvs‘ZEs LZTO-9Z 9=Yyaseasay pue UO!EWUIGeysy JO} 93NINSU] 
Lv0‘6v9'TS Z08‘8872S yojeasay uolzeq|IGQeyay pue ‘BUIAI] JUBspUadapy ‘Ap|Iqesiq UO ayN{IYsU] |EUOIIEN TOV EE€v'EG 
€02'69S 00-TO-TOOENd06 = UOH}epuNoY aAvay eueq pue Jaydo}suyD 
JajuaD adunosay sisAjeded SZE'EG 
SulAr] AWuNWWOD 10} UO!}e1}SIUIWUpY 
O8Z‘0ES O6TC s9UBJO!A INOYINM Se4snjn4 
SalWAY Aleuo!}aJ9SIq 19a/3aN pue asnqy pilyD OL9°E6 
saljlwe4 pue UapyiyD 10} uolesjsiuIWpY 
SADIAYAS NVIINH GNV HL1W3H 40 LNSINLYVddd 
€SS‘L9b'6S TVLOL ADYINI JO LNINLYVdIG 
ZIE‘OOTS COEEQIT Salo}esoqge7 jeuoijzeN elpues 
(vS7‘TS) SCEOVET Salo,eJOge] JeUO!eN elpues 


sainyipuadxy 


sjuaidisaiqns 0} JuNowY 


Ja}sn|> JUaWdojaAag pue Yydieasay 


LT0Z ‘O€ aunf papug sea, jedsl4 ay} 404 
spiemy |e4apa, Jo sainjipuadxy jo ajnpayrs 
eue}UO| JO 3321S 


A-221 


*‘ajnpayds siy} jo Wed jesZaju! ue aie sajou SulAuedwodde ay 


SE7‘LZS SWeIZOJd YDIeasaYy |OYOI|Y €/7°E6 
8672'9S WN-8ZZTE9v--14 ~— Alisuaaiuq euelpu| 
ETV‘EVS ZO00-19 }§=.77 youeasay jedjnasewJeud njsulyD 
VET‘SOES SJUBEID YdseasSaYy YYeoH jeWUa|| 7PrZ'E6 
TVC'EBTS YJedH 9AIeu8a}U| pue AseyUaWajdwosD Ul BulUles] PUR YDIeasSaYyY ETZ'ES 
698°7TS SJOPJOSIG UO!}JEDIUNLUWOZ Pue ssaujeaq 0} payejay Yeasay E€/T'E6 
7v7e'Ls uoljeonpy pue ydeasay dIseg saduejsqns snopyezey punjiadns SHAIN EVT'E6 
76T‘7SS PLANE OdIXA|| MAN Jo Atlsuaalug 
(978‘vS) 0SZZS-S aiNyWsu| YoJeasay sddisas 
TEL‘8S VEZES-G aynNjyysu| YDJeasay sddiuos 
88r‘TETS vLL7S-S a4NjyyAsu] YDJeasay sddiuos 
9LE‘6LE‘ZS 6LT‘66SS yyeaH jejuawUOJIAUZ =ETTE6 
YWeaH JO Saynyysu] |euoneN 
6bb'ETS ZSOZOO-% = Buel |V diyspuemals ssausap||M |eUOIIEN 
9L8‘T9TS jUaWdojaAaqg pue ydjeasay snosueljaosi] = GY'€6 
snoaue|ljaosiA 
659‘287S SUEIPU| JOJ WEIZOJd JUDWINIIAY SUOISSAJOJd YYCAH OL6'E6 
896‘8TS JIAHIV-DDd4 = BBa|JoD AWUNWWO?D y9eq WOJ 
vEs'89S NSW-TO-vTOZ = ada|}OD AyuNWWOD Jaa}yIe]g 


UEaH Ue!pU| JO} syafoug UO!}e4JsSUOWaG E€€6'E6 
SIIAJ9S Yea} UeIpU| 
TZ6‘OLTS YEAH [e4Ny JO SAd14O Jo UO!JeJadO JOJ saIeIS OSJULIN ETE'ES 
WesSO01d JUDWAAOIAW] AU]ENH JapIAoid a4eD 


Tov'ests Uy WeaH |JeEwUsS pue JUBUCdOJaAaQq JIOMION YYeaH Jesny ‘Ydeas3NO SadiAJas aseD YYeaH jeuny ETON 
L8L'88TS Try'78s SjUesID UO!jUaay pue ApjendH ao1jde1g ‘UO!}EINPJ asuNN = GGE'EG 
OEr‘Eeves sdiysaaules| SUIsiny Uo}eonpy psoueApy  g8GE'e6 
6S7 OES LLU'6TVS WeISOJd JUCID JUBWAACIAW| [eWASOH Jesny [JEWS TOE'E6 
SSE‘OTES AjSJAAIG BIO} AION BUISINN 8ZT"E6 
L08‘09S SS6‘9E0S SPIEMY JUSWUBDUCYU PUe SIULUDIUIE|] SIIAIAS JO JUIOd SJ9}USD UO!IJEINPA YWYeaH PUY /OT'EG 
UONLIISIUIWIPY S9IIAJVS pue SadINOSay YIJeoH 
T09‘97@S yoieasay uoljeljsiuluipy snug pue pooj E€0T'E6 
uoljesjsiulupy 3nig pue poo, 
‘sainipuedxg i (sst=(“iésSQUIIDUQNCQQUMOWY— i ( ttst~<“i<‘“‘i‘isSOC;*;*;”;!!C;C;C;C;C ays UBUdO]ON|Q PUL YDUCDSON 


LT0Z ‘O€ aunf papug sea, jedsl4 ay} 404 
spiemy |e4apa, Jo saunyipuadxy jo ajnpayrs 
eue}UOI| JO 33e1S 


A-222 


66S‘80TS 
Tz‘ss 
GLE‘OETS 
8vS‘STTS 
OTE‘SES 
v7L'Ess 
6E0'ZTS 
8S27'SPTS 
T7Z9'V9E'TS 
LE7‘9SH'TS 
G6E‘080'ES 
L86'VSS 
€7S 
760'S07S 
0S8‘Lv7'2zs 
769'L8LS 
€88'7S 

GSS 
970‘LLTS 
85S 
6S0'TSS 
7729'97S 
LTL‘98S 
T9@‘LZTS 
(Z9T‘0@S) 
ECT‘ESVS 
vST‘S7s 


TS8€6S 
v9E‘ZOVS 
LOS‘LTES 
SvE‘STS 
S9L'VETS 
sainyipuadxy 


LIT‘SS 


85S‘Z0SS 


TEr‘S9Ts 
T7v‘SETts 


sjualdisaiqns 0} JunNowY 


*‘ajnpaypds siy} jo Wed jesZajul ue aie sajou SulAuedwoosse ay 


NSINEG6ZOT = BwWed a430N Jo Aysyanluy 
TLO-ST-LZZTTT8v0E AxaNUAy Jo AjIsJaAIUN 
VL86r ‘OOTET9SH S49 ND1JDeUUD Jo AysuanluN 
vZO00S 4NdI~aUUOD Jo AjIsudAIUN 
vO-@8T860IVZPUP IU] Sd!}nedesay] OUaII0S 
VOT8TTIVIDY Iu] eWeydolg pelituodld 
60Z8TLN = Alisuaatun a3e35 O1YO 
TOEVIVTOd = Ajissanlun euelpul 
GHYVOD UuOol}e10d403 ex!10D 
9#VOD Uol}eJOdI0Z exI10D 
yoieasay saseasiq snolpaju) pue Adual|V 
(O€60TV) O6SZTVZTIW = Autsueatun ale, 
TOT60S-OSZ6T-080 AjISJaAIUA UOSJayJar SEO L 
V-EvZ ON GYVMVENS Alojes0ge] adald g UYOr ay, 
SJBPJOSIG jed1ISO|OININ PUue SX9DUSIDSOININ JY} Ul SWess01d Ydsevsoy [PANWEIYXA 
YdJevsoy [EANWEIXA Sosevsiq Aaup! pue ‘QAlysa3ziq ‘soqoqeiq 
YIP VSoY SVSeVs!lq UNS PUP Je}o|/a>|SO|NISN|/] ‘SHUYUY 
VIZSTOOT GUVMVAENS = pue|AJeW Jo Aysuanlun 
609-SZ8Z-SSZO = BUIDIPa|| JO JOOS Ileus JUNO 
€6-VOOOSEST e3dSoH IsIPOUIa\ 
8ZZOT-02069 = Alisuaantun |jausoD 
YIIPVSay SVSeVsiq JE|NISeAOIPIe) 


yoieasay UO!UaAIIg Pue asneD JadueD 
sadinosay Yeasay JOJ JajUaD JeUOIeN 
TOWNTOO-ASN) = 977 ‘Uoljeonpz pue aduals y1e;mMopeal\| 
SWeIZOId BINJONIAJSesJU| YIeEISaY 
87ZLLTOda/ZZ6EDSMN ~=—-UOYBuYseM Jo AjssaAluy 
sadualos JeEUO!}e/SUeI] BUIDURAPY JOJ Ja}UaD JeEUOIeEN 
yoddns yoieasay HIN-SuelL 
yoieasay saijedsig yyeayH pue yyeapH AWOUI| 
YYedH UELINH SAOJdW] 0} SUO!}eEAOUY] [eD1IZOJOUYIE| JO} YDIeasay paljddy pue AJaAodsiq 


(ETVOTV) ESZZTVOTW = AdIsuantun ale, 
SWeIZOJdg YDJeasay UO!IPpy pue asnqy 8nig 


Ja}sn|> JUaWdojaAaqg pue Yydieasay 


LT0Z ‘O€ auns papug sea, jedsl4 ay} 404 
spiemy |e4apa, Jo sainjipuadxy jo ajnpayrs 
eue}UO| JO 3321S 


SS8°€6 


€S8°€6 
Lv8°€6 
978°E6 


LE8"E6 
€6€'€6 
68E°€6 


TSE'E6 
OSE'E6 
OTE €6 
LOE'E6 


98¢°€6 


6LC'E6 


A-223 


*‘ajnpaypds siy} jo wed jesZajul ue aie sajou SulAuedwodde ay 


80T‘ECS SOIIAIIS YS} JOOIGISEM 

GEE‘EZS 49]U99 eJa4Sa/d 

V8C‘ECS PIIND spue|ysiH 2eW0}0d 

SOT‘EZS YIOMION BdJNOsay Ajiwey AyUNOD UOSseH 

CCS‘ETS uo! EOD edu] AjuNWWOD 

ZST‘6ES suolydauUOD AyluNWWOZ 

6ZE‘690S DOUCDIJIUSIS [EUOIJEN Pue JEUOIZAY JO SpalO1g SADIAJAS YESH je}Ua|/\] Pue asnqy adueIsqns EV7'E6 

UO!NJEAISIUILIPY SYIIAIIS Y}COH [e}UD/A\J pue vsnqy sue sqns 

920‘S9S 99780000 = Aajarxjag ‘elusoy!]eD Jo Ayssanlun 

(TS) LOVYLNOD LOY = saldojouyda| auad uedewy 

O€0‘08ZS yojeasay UOISIA £98°€6 
8L0‘6TS ZLVOSOEOOZ = Alsuaatun sulydoH suyor 

€00‘6S7S 000‘Z7$ yoieasay BUIsyY 998°€6 
78S‘TVS ZO8TST SZEOTED = BIUIBIIA JO Ajsuanlun 

ETS‘EETS 9896v-LOTS6S09 = AlsdaAluy p4ojueys 

7TE‘LTVS 028‘9S yojeasay /eiNWesjxXq JUaWUdOjaAeq UPWNH pue Yeah PIIYD S98°E6 
SLE‘VITS 6TEGISMN = uoIUIYseM JO AysuaAIUN 

89'S 666T9Z UuoysUIYseM JO AjsJaAlUy 

L08'98S OO68ZrrL BlUJOYI]ED UJaY NOS Jo AjIsJBAIUN 

(708‘8TS) OE€OEOLBE LLZZBA —-BlUJOyIJeD UJayINOS Jo AjsuaAlUy 

9LVS 00-9td9-WN-O9PL-9T sedaf se] ‘epenan jo Ajisuanlun 

€S8'S6TS TO-O-XZvZ-pT sedaf se] ‘epenan jo Aysuanlun 

vVIO‘'LSS 00-SS9Dd-WN-O9VL-LZT = sedaf se] ‘epenan jo Aysuaalun 

8S8°EES TO-ETSE-NSIN-O9PL-9T seda/ seq ‘eperdn jo Ajisianiun 

vLB‘TES TO-OTSE-LINN-O9VL-9T seda/ se] ‘epenan jo Ayisuanlun 

OTY‘OTS 00-TSDd-NSW-O9PZ-9T seda/ seq ‘eperan jo Ajisuanlun 

€S6'ES 9ZOW-WN-O9PL-9T seda/ seq ‘eperan jo Ajissaniun 

99SS Vd NI-YLO AINN = sedaf seq ‘epenan jo Aysuaalun 

978'TS 00-EVDd-WN-O9VL-9T seda/ seq ‘epenan jo Aysuanlun 

SES‘8S QVETTT-VZTSOL09 = AlIsJaAIUA Psojueys 

907'‘VES 00-LSDd-NSW-O9PZ-ZT — win|osuoD Ydjeasay Ise/y UleJUNOW| 
678'L9S‘VTS TEO‘ZES‘TS Sulules] yoJeasay pue YdJeasay |edpawolg 6S8°E6 
sainyipuadxy Squaidisaiqns 0} JUnNowY Jajsnj> JUaWdoOjaAaq Pue YyIJeasay 


LT0Z ‘O€ aunf papug sea, jedsl4 ay} 404 
spiemy |e4apa, Jo saunyipuadxy jo ajnpayrs 
eue}UOI| JO 33e1S 


A-224 


SEE TIS 
6€6'8S 
TL6‘EvS 
SLT'v$ 
88r‘SZTS 


VSL‘SS 


vIEe‘6Lv$ 


S9L‘6LS 
TOS‘OTZS 


870'68TS 


TTS 


TTS 


TET‘T vs 


78S 


60'T 7S 


SES‘Lb7‘LEs 


6959S 


sainyipuadxy 


*‘ajnpaypds siy} jo Wed jesZajul ue aie sajou SulAuedwoosse ay 


000‘STS 


WLOL ILVLS JO LNINWLYVdIad 


IWLOL YOUVT JO LNINLYVdIG 


TWLOL JDILSN AO LNINWLYVdIAG 


aouejsissy asl4 AWUNWWOD adejsazU] UEQUA) pUeIPIIM W1d = 8ZZ°ST 
SVOO-ZT AVN = syuequiey eyxsejy JO Aqsuanlu 
JUaWaseue|| aunosay uoljeasIaYy SZZ"ST 
8I-LT ZLNVY Du] s}UeNsUOD jeJUSWIUOJIAUY ZjNey 
JUaWaseue|| SedINosay |edIZojojUoajeg pue jeinyny vZZ'ST 
jUuawaseue|] puey Jo neaing 
spue] uelpu| Uo aunyjnI3y =EO'ST 
sulejjy UeIPU] JO Neaing 
YOISLNI JHL IO LNIWLYVdIdd 


QTOTWO-LT-OVWIN/S/8EESOTHD-NSW — Aiisuaniun UMO}aB1085 
aAellu) diyssauzsed SCJ a|PPIAI O0S"6T 
suey Usayseq sean jo neaing 
TO-NSW-V3L-9TA4 p4eog sadueyoxq pue youeasay jeuolyeusajUu| 
suayoeal - swiess01g asueYydXy DwWapesy g0r'6T 
suey je4nyjn> pue jeuoneonpy jo neaing 
ALVLS JO LNSINLYVddd 


syafold Youeasay pue ‘suoljesjsuoWag ‘S1O|Id VOIM/VIM = T97°ZT 
uoljes}siulupy sululesy yUaWAO|dwy 


yO9dv1 dO LNAI LYVd3dd 


squeld Aseuoljasosiq/aouejsissy WIPIA SWUD Z8S'OT 
DUWID JO SUIIZDIA 10} 3210 


sjUeID Pafoig JUaWIdOJaAaq puUe ‘UO!eENeA ‘YDeasay ad!jsnf Jo aynyIYsSu] |EUOIWeN 09G'OT 


aoiysnf JO a}NzIIsU| |eEUONeN 
JDILSNE IO LNAWLYVdjG 


IWLOL SIDIAUIS NVINNH GNV HL1VIH JO LNINWLYVdId 


sjualdisaiqns 0} JuNOwY 


ZOLLVT  SadiAsas UeLUNH Jo JUaWyJed|aq UDSaI9 
asngy aouejsqns jo JuaWyea1) pul UO!NUSASIg JO} SJULID YIOIQ ~6S6'°E6 
Jaysnj> }UaWdoOjanag pue YdJeasay 


LT0Z ‘O€ auns papug sea, Jedsl4 ay} 404 
spiemy [e4apaq Jo sainjipuadxy jo ajnpayrs 
eUeUOI| JO 3321S 


A-225 


QTO‘ZLES 
TEL‘S8TS 
S86'SES 
OTv‘6TS 
€07¢‘8T7S 
v9G‘SS 
69T'ZTS 
086‘707S 
69S5'78S 


000‘9TS 


vEE'TTS 
906‘TTS 
ECE'CTS 
eSss 
TOv‘L2$ 
79E‘98TS 
8T6'SZS 
9ES‘PSZ'TS 
cv8'L7s$ 
LL8‘60S 


v89'LLS 
ZET‘LZTS 


€08‘0ZS 
6TE‘E8S 
88T'8S 
v76‘STS 
vLy'8SEs 
000‘0TS 
E8E‘O8TS 
T8L‘99$ 
sainyipuadxy 


000‘0TS 
sjuaidisaiqns 0} JuNowY 


*‘ajnpaypds siy} jo Wed jesZajul ue aie sajou SulAuedwodsse ay 


spuny uolje}UaWajdw| AdaAoday - UOIZEAJASUOD SaI9ads pasaBUepUy /S9°ST 
UOIJEAJBSUOZ PUe JUdWUSSaSsY ‘BULIOWUOW Pslg AJOJeIBI) SS9°ST 
DHIPIIM pue Sasnjay - sjuawWaUeYUG AyIOe4 JOUSIA = 7S9'°ST 
686E8TOS ZMiD ejues ‘elUsoyI|eD JO Ajisuanluy 
(2l4aUayD) SJUeID YeasaYy OQS9'ST 
TE-ELOZ4d Uy] ‘WaABIOY SjUeSeaUd 
ESOfAT8TO9 49A0104 S}URSeOUd 
sainqua, jU!OP psig AsojeUsI) = ZE9'ST 
NOW  salsuady ay!|P]IM Pue YsiJ JO UO!JEIIOSsy Wasa 
SJUBID SJI/PIIM 9381S = ENGST 
T-8SZZ70009 —|ANossI|\| 4O Ajsuanluy 
L6CZT SLOT VVINd §=— Opesojoa jo 83835 
6TITVE-VOI-LZT OpesOjOD jo 93e4S 
ZTO-0090-ST SJed pue ysi4 ‘awed ejoyeq YyINOS 
TOO-MGI = AF!IPIIM JO JuUawjJedaq eperan 
dOd-6ZOTSTOZ-VIN-DAG] «= FWD pue ysij Jo JUaUed|aq OYep| 
DIAA-GOTSTOZ-VIN-D4GI = Wed pue ysij Jo JuUaWedaq OYep| 
UOIJEINPA JaJUNH Jiseg Pue UO!JEIOYSSY SJIIP|IM TLL9'ST 
dOUejsissy JUBWAaZeUe!| SIP pue Ysij 809°ST 
€v7ZZ00 + jUawWyedaq uUsi4 pue awed BUIWOAM 
WeJSOJd UOI}EJOJSAY YSI4WOdS GO9'CT 


BIIAIIS AsPIIM pue Ysi4 
(d4M@¥A) PAfosg JUBWAdUeYUT Jaze Ulseg JAAIY eWIeA TES"ST 
PV UOITEUIPJOOD ayIIPIIM Pue YSI4 —LTS"ST 

uolzewepoy jo nesing 


adeys JsOD aBua||eyD ET ST 
JUdWaseue| INOSAY UO!II}OJg pue AjeNyH jeJUsWUOIIAUZ Y9EZ'ST 
767-TO000-88S007 AiIsJanlUA aieIS YeIN 
OLLO00-S aPIsJaAry ‘elUJOJ!]eD JO AysuaAluy 
WeISOJd SAIPNIS pue Yeasay S14 PUEIPIINN ZET’ST 
NOW = salouasdy ajlip|IM Pue Ysiy JO UO!JeID0Ssy UJasa/\\\ 
jUaUaseUe|\| BDINOSAY UOIJEAJDSUOD JUL]d PUL AJ|PIIM ‘USI TEST 
jUaWWaseue|\| }Ue|d SNOIXON pue BAISEAU] OEZ'ST 


Ja}sn|> JUaWdojaAaqg pue Yydieasay 


LT0Z ‘O€ aunf papug sea, jedsl4 ay} 404 
spiemy |e4apa, Jo saunyipuadxy jo ajnpayrs 


euezuo| JO 9303S 


A-226 


876‘60TS$ 
OLY‘T9$ 
6ZES 
000‘TS 


€80°ETS 
8ry'ss 


vOE‘ZTS 
LS2@'STZS 
£90‘707S 
O8E‘8TES 
066‘SS 
799'VOTS 


SO07¢‘STS 


LEC'VEC'TS 87ZS‘ES 
0270'S 


SSS‘E6TS 

6Z0‘0STS 

LSO‘T6S 

6S9'79S 

€L9E6S 00s‘ZS 
vL7'86S 


STE‘ZES €02‘veS 


QLT'TTS 
T89‘OTTS 


sainyipuadxy sjuaidisaiqns 0} JuNowY 


*‘ajnpayds siy} jo Wed jesZajul ue aie sajou SulAuedwoosse ay 


T-€000S-9 = Alisuaniun a3e35 OpesojoD 
T-2688-9 — Alisuaniun a3e3s OpesojoD 
7-T788-9  Alisuanlur a3e35 OpesojoD 
LSE8SP Od/TOLIN-ETISDAV =U] MalA Paw 
Ja}UaD BDUIIIS aJI|P[IM Pue adueyD ajewl|D |eUOIEN O7Z8°ST 
(SGYDN) Wayshs ejeq SadiNOsay |eOD JeUOIZeN BY} Woddns 0} saAijesadooD Asiauz = G TBST 
TOLW-ETAV =U MalA PSaWYy 
yoieasay pue ydeasjNC UOIJeEINpZ Bulsuas ajOWayY pue]|euoleN ST8'ST 
WeIZOJd UOIJEAJASAIg e}eq JedISAYdoayH pue jediso0j0ayH jeuolnenN LT8'ST 
WeISOJd SHUP) YDeasay aAI}eJBd00D ~=ZT 8ST 
wesso0id 3uIdde|| D130]0a5H anijesad00D |euoNeN OTS'ST 
UO!}IaI[OD eJeq pue ydIeasay AansNs |ed1B0j089H "SM 808'ST 
DIURNsISSY BULOJUO/ PUe YdJeasay spsezey ayenbyyeqz /08°ST 
SaNjIjsSu] YDIeaSaY SBdINOSAaY Ja}e/M\ 9}eS OJ BDURISISSY SO8'ST 
Adaing |e2180]0a5 “sn 
uo}WeWe|ay pue BUIUI|A] [EOD 0} payejay spafosg ASOjOUYIa| PUue BdUdIIS §=GGZ'SGT 
SUIULIA] BIELANS JO BIO 
Wa SAS Jed JEUDIJEN BY} JO SBdINOSA|Y - SWeIBOIJg BUIUIE] PUe YdeaSay aAI}eJad00D = GH6'ST 
OSYSM-SINYZTOZ = Ajaloos juawaseue| JaAlYy 
DIULYSISSY UOIJEAJBSUOD pue Sled] ‘SIBAILY = TZ6'ST 
SBDIAJVS UOIJEAJASAId JENUYIB] ST6'ST 
|IIAIVS y4Aed JEUOIEN 
jUaWdojanag pue ydeasay snosue||aosi~j) = GUST. 
snoaue|jaosi 
SHUN SalpNnys Way}sksodq aAljeJad00D = 89ST 
NOW  salsuady ayl|P]IM Pue Ysi4 JO UO!JEIOSsy Wasa 
aoualss avlidepy 0L9°ST 
NOW = salsuady ay!|P]IM Pue Ysi4 JO UO!JeIDOSsY Wasa 
SWEISOJd DDUEISISSY PUC UO!JEUIPIOO aJI|PIIM\ Pue USIY 1799°ST 
CIB8EOD'ET EOTO UOHePUNOY OfI|PIIM 8 YSI4 JEUOIEN 
UOHePUNOY of PIIM pue Ysig JeuoNeN €99°GT 
TO-ET-0-9S salsuasy afl|pl/M pue YsiJ JO UO!JEIIOSsY WaIsaM 
spun UoljDV UO!IJeEAJASUOZ aj}epipUeD - Sal9ads pasasuepuy 099'GT 


Ja}sn|> }JUaWdojaAag pue Yydieasay 


LT0Z ‘O€ aunr papug sea, jedsl4 ay} 404 
spiemy |e4apa, Jo sainjipuadxy jo ajnpayrs 
eue}UO| JO 3321S 


A-227 


96S‘LTS 

89T‘Z6TS €60'VTS 
L66'6S 

799°ESS SvS‘6S 
8v9'VTL'TS vSO'9ES 
v79'60S 

SET‘LTS 

(6TE‘SS) 

LIT‘L9S 

TZES 

0SS‘vOTS 

T9S‘b7S 

6728'SZS 

B8T'ES 

6728‘6TS 

v9OT‘TSTS 

8I6‘0ES 

(OLT‘TS) 

0580S 

680°E9S 

8797S 

8CL'v1S 


v78‘8L0'7S 7LL'VEES 


Z06‘88TS 


*‘ajnpaypds siy} jo wed jesZaju! ue aie sajou SulAuedwoosde ay 


€T-yLOZdS uolewodsuesl Jo JUaWyedag ej0yeq YyNOS 
9O€ZOOT uoljeWodsues Jo JUaWedaq e}JOSauUI\| 


VOOOPI6TET  “dUI ‘saqeIDOssy pue UJOH-Aa|wiy 


L66LT LOVYLNOD (06Z)S-ddL = UOJeWodsued] Jo JUaWJeEd|q EMO} 


80 SVL ZELOL 
OT ASVL ZELOL 
SO-ZEZ9L 
LOASVL ZELOL 
cO-LEL9L 
60 1SVL ZELOL 


uoljnijsuoy pue Bsuluue|d AemysIH SOZ7'0Z 
uolzeyodsues] JO JUBWed|G a}e}S UOIUIYSeM 
uolzeyodsues] JO JUaWed|q a}e}S UOIUIYSeM 
uoljeyodsues] JO JUBWeda|Q a}e}S UOIUIYSeM 
uolzeyodsues| JO JUaWeda|aG a}e}S UOIUIYSeM 
uolzeyodsues] JO JUBWeda|q a}e}S UOIUIYSeM 
uolzeyodsues| JO JUBWed|q a}e}S UOIUIYSeM 


€0-9TOZAS O8ZTTE UOlJeYOdsued| JO JUaWJJed|ag eJoOYeq YyINOS 
DOEZL00 (9T)T-UdS speoy jo Juawyedaq eyseiqan 

SVSOOOOENS 69-ZT YH = 99UA!DS JO SolWapeoy |euoljeN 

TON H3GYO YYOM ZZEEOOT uolyeJodsued]| Jo UaWeda|ag eJOSaUUI|| 


TO-9T0Z uoljeqodsuesl Jo JUawWedaq OYepP| 


OOT9TYE6TDS Yyoeag B8u07 ‘AyIsuaAIUN ayes E!UOY!ED 
TOSOVS9 uoleyodsueds] Jo JUaWeda|q elUsO4I/e5 


vO90VS9 UOleWodsued) Jo JUaWeda|g elUsO}eD 


OSSOVS9 UOleJodsued) Jo JUaWeda|g elUsO}eD 


9090VS9 _ -UO!eyOdsues] Jo JUaWIeEda|q elUJO}IeD 


vL9OVS9 uoleWodsued Jo JUaWeda|ag elUsO}eD 


S69‘7ZT‘8$ TWLOL YOIYFLNI FHL IO LNINLYVdIG 


vvL'sTs 
L6v'v$ 
879'L7S 
6L0‘L9TS 
sainyipuadxy 


sjualdisaiqns 0} JunNowY 


WeIZ01d JUaWdOjaAaGg pue Yeasay AemysIH O0ZC‘'0Z 
uolzes}siulpy Aemysip je1apa 
9IUA|J9OXq JO SJa}UdD UOIWeWOdsuel] JIY GOT'OZ 
UO!}eA}SIUIWPY UOIeIAY |e1apa4 
NOILVLYOdSNVUL AO LNIIN.LYVd3dd 


OMJSN SULOWUO/| Ja}eM-PUNOID |eUOI}eN O8G'ST 
ZO0-4S-906XND = oyepy Jo Ayisuaniun 
V-VPrESD AysdaAlUp 93e35 UOZ31IQ 


T8TO00dVvTD/T-80T90-9 = Alssaniuf ayeys OpesojoD 


Ja}sn|> JUaWdojaAaqg pue Yydieasay 


LT0Z ‘O€ aunf papug sea, jedsl4 ay} 404 
spiemy |e4apa, Jo saunyipuadxy jo ajnpayrs 


euezuo| JO 9303S 


A-228 


ess 


T9v‘Es 
LS8‘TS 


6EE‘97$ 


6EE‘9CS 


S7Z0‘6L2'9S 


8ZE'LTS 


OOE‘8TZS 


LLU‘LVO'TS 


€98'8S 


vIT'TZ$ 


(8STS) 


T2@2‘6ES 

6624S 

65S 
sainyipuadxy 


*‘ajnpayds siy} jo Wed jesZajul ue aie sajou SulAuedwoosde ay 


TWLOL AYNSVIYL AO LNINWLYVdIaG 


TWLOL NOILVLYOdSNVUL JO LNINWLYVdIad 


88ZL'L6v$ 


sjuaidisaiqns 0} JuNowY 


LTOSTS  JUaWYedaq YYyeaH AjUNOD-AjID peauiel4 
sjUueID diysuauyed BUEWIOLad §09°99 
UO!}JEAISIUILUPY JO BIO 
G998BCPE-JE UO!UIEOD 404 H4E|D 
jUuawdojanag pue ydjeasay snoaueljaosi~) Gdy'99 
snoaue|]jaosiA 


AINIDV NOILIFLOYd TWLNAWINOYIANA 


WejZOJd SUO!}N}}SU] JeINUeUIY JUBLUdOJaAaG AyUNWILWOD QZO'TZ 
puny suoi}nzysu| jeloueUly }UaWdOjaAag AyUNWWOD 
AYNSVW3AYL AO LNAIN.LYVd3dd 


979677 Od SO8S0000 = AasJaf MAN JO Ajsuanlun a}e3s ay ‘siadjny 
(dVVD) Wess0ldg JUBWAdaISY JIUApedY 2AIIJEdWOD Ydeasay Ajajes aulladiq + VvZZ'0Z 
uoljesjsiulupy Ajyajes sjeiiazey] Snopsezepy pue auljadiq 
S78Zrd4 8600-7T IVN = Syuequiey eyse|V JO AjIsuaAlUy 
wejs0jdg Sia}UaD UOIJEWOdsueI| AYUSIAAIUN TOZL'OZ 
(LSO) Aseqa4s99¢5 BY} JO BDO 
UOISSILIWOZ Ajases IYJes] UOIUIYSeA 
suessoid Ajajes AsOld JeUOIWeEN 9T9'0Z 
O906T-88ETSP Yaa] EIUISUIA 
Ayayes Aemysiy Aytunwwoy pue a3e1$ ~=009°0Z 
uoljeajsiuiupy Ayayes syyery Aemysipy jeuonen 
E-ZLOTT INV payesoduosu| ydueasay auApolay 
Sulules] pue ‘aouejsissy JeduUYIa! ‘YJIeasay UOI}eEWOdsues] WNGNd VvTS'OZ 
uo!}eA}SIUIWIpY sued) jesapa4 
OTZOTSY UuOoleyodsuel! Jo JUBWed|aGq BUILIOANM 
ZI-ST-7600 uoljeyodsueds] Jo JUaWed|q UISUOISIN\ 


STTOZT Od ZO0-SOTL9Z = Alsuaalur sioul||| U4a4y3Nos 
Ja}sn|> JUaWdojaAag pue Yydieasay 


LT0Z ‘O€ uns papug sea, jedsl4 ay} 404 
spiemy |e4apa, Jo sainjipuadxy jo ajnpayrs 


eueUoO[ JO 9}e€3S$ 


A-229 


9LS‘VITS 
€S0‘TSS 
T6L‘68S 
Tor‘9s 
ESL'VIES 
v83‘Zs 
SLv'TS 
€96'6S 
€69°ES 
60L‘829‘SS 


LT9‘SZT'TS 


L06‘9T S$ 
096‘7TS 


€90'SS 
T9v‘T6S 


TEO'T9S 


€E6'LS 
S60‘STTS 


7SL‘0CS 


008‘69€S 


GOz‘LTS 
6€S 


sainyipuadxy 


9672'978S 


*‘ajnpayds siy} jo Wed jesZaju! ue aie sajou SulAuedwodde ay 


€O00LZ-LAS AsojyeAsasgoc jeaisAydoujsy UelUOSY}LUS 
BITE DS aynqsul |LIS 
vOO-VT-ISG-ISD IU} SWIaysAs YazeENH 
8VTOOOOENS AlssaAluA UOyedUIIg 
ZOLZOOOOTS += UO!JeJOdOD Ue] peeyyd07 
990046 = Ajlsdaalun sudo} suyor 
‘Duy ‘sjeluaj}e| UasIDe/9 
ZO-SL/TTOO00dS §=—AlISuaAIUL) aes BIDI0aD 
DTOIVITXNN Alisuaatun 93835 euoZzy 
aouelIs TOO'EL 
NOILVULSINIWGY JDVdS GNV SDILNVNOYSV TVNOILVN 


TWLOL AINIDV NOILIFLOYd TVWLNINNOUIANF 


sjualdisaiqns 0} JunNowY 


s]URID JUBWUdOJaAaq WeIZOJg puejJaM JeEUOIZaYyY [97°99 
9OOSTZ UO! JEOD 40 Y4Ae|D 
suluue|g JUaWaseue| Ayeno salem = vS'99 
9OOSTZ = UO!{JEOD 40 44e|D 
yoddns wessoid jeqiil pue ‘a}e}ssazU] ‘9}e}S [OJJUOD UOIIN]JOg JaIEM ~=6TV'99 
Jae JO dO 
TOLST9E8 /SMVHE —ODIXAIA] MAN JO Ajsuaalun 
TOZv-Wdd-NSW-SZES = AjIssaAtuA azeys elueA|ASUUad 
DHAT-NSI = 89/0 WOH Big 9/1317 
WesJZ0jJdg Yeasay (YVWLS) SINSaY aAaIUDY O] BDUSIDS ~G0SG'99 
quawdojanag pue Yydieasay Jo dd1JO 
salpnjs pue 
‘suoljesjsuoWwag ‘Sulules] ‘YdeasINO ‘UO!}eEINPY dqQng ‘BULOWUOW] ‘WUaLUCdOJaAaq ‘YDIeaSaYy nee 
UO!UBAIIg UOIN|Og pue Ajajes jedIWaY? JO ad1JJO 


pV JI Uea]D BU} 0} BuNejay 
4 4 ‘ 4 4 veo'99 
SdIPAIPVW asoding jelpeds pue ‘suoljzesjsSUOWAG ‘SUOeSIJSaAU| ‘YJeasay ‘SaIpNys ‘sABAINS 
69 Ayjend jeyUawuUOIAUW Jo JUaWYed|q OYUeP| 
vZty Aqyend je}uawuOAUg Jo JUaWYeda|qg OYep] 
yoddns wesg04g JO1}UOD UO!IN||Od IY T0099 
uolzyeIpeYy Pue Aly JO DIJO 
Ja}sn|> JUaWIdoOjaAaq pue YdJeasay 


LT0Z ‘O€ aunf papug sea, jedsl4 ay} 404 
spiemy |e4apa, Jo saunyipuadxy jo ajnpayrs 
eue}UOI| JO 33e1S 


A-230 


Ovy‘9s 
(£27) 
€Z8‘TS9'TS 


Z9V‘ELS 


99€'T9S 
960‘8S 
000‘7S 


978‘9T9‘8$ 


vc0'Svs 
9ET‘ENS 


L96‘797S 
ZLE‘VST'TS 
(€8S) 


TV6‘'86S 
0S6‘9ES 
BEC‘ENTS 
€8Z‘OTS 
OVL'vCls 
67ZE‘79S 
LSS 
780'6TS 
v8E‘ZTS 
GET‘LITS 
660'TES 


890°9TS 
sainyipuadxy 


*‘ajnpayds siy} jo Wed jesZajul ue aie sajou SulAuedwoosde ay 


ASN-NSW-OIESNS = s}ONposdolg ajqeureyjsns 
971 SAOSUIS AYACDOIIIIA PosdUePAPY 
vvEe'9s sjuesd Sulaeulsuy = TyO'Lt 
NOILVGONNO4 JONIIDS IWNOILVN 
IVLOL SILLINVIANH FHL 4YO4 LNIINMOGNG IVNOILVN 


yoseasay Sdal}IUCLUNH 94} JO UOIOWOId T[OT'Sr 
QEOYOT euejUO//| saljiueWwNnyY 
TVOY9OT euejUO// saljuewnyY 
diyssauqeg ajejs/jesapay sanjuewny ayi4o UONOWOJd 6ZT'Sb 
SAILINVIAINH SHL YO4 LNSINMOGNS IVNOILVN 
IVLOL NOILVYULSINIINGV JDVdS GNV SDIILNVNOYIV TVNOILVN 


OWrr0663 = 93NIIsU] YJeasay Jsamy INOS 
O@TZZpT =. ge] UOIsindoid yar ABOjoUYIa| 4O 33N}3SU] E]UOS|ED 
jUalwdojanag pue ydeasay snoaueljadsif\] = YE 
SNOODUER]IISI|AJ 
vSp‘Tvs woddns Aouasy ssoid = G00 EV 
€0S‘0TS uolyeonpyZ = 800°EV 
(4 ASVHd) ST-OSZE-WLG = UOWUIYse/M JO UOIINYYsSU] aIsaUIeD 
solneuolsay COO'EV 
LI@-STSOTTdGYAS Aja190S UO!JEAJA@SUOD 24I|P]IM 
TSO-LESTZZTT-AI-ST —Yolte as Youeasay UeJUNOW Ay20Y sad!AJas 3s9404 VASN 
Z8TETVdE/6L880SMN uo WuUIYseN Jo AjyIssaAIUy 
Z8TETOdE/6Z880SMN uo WuIYseN Jo AyssaAlUy 
PLTLVLSG BlUJOYIJED UJaY NOS Jo AjIsJaAIUN 
VZOSESTVNN /OT9ZSST opesojoa Jo Aysuanlun 
TOETD esequeg e}yues ‘elusOopjed pie) Ayssaaiun 
SSSO60008E ‘Dd80E97-898TVS  Aajarxjag ‘elusojI]eD Jo Aysuanlun 
9LS6T-9TZ Ye VsoYy dayudsow yy JO uolesodio7) AyssaAiun 
7S8uy a3a||0D yynow ed JO svvysnif 
ODESOG6H 93NIIsU]| YJeasay JsamyY NOS 
T8vale AyssaatuA a3ze}s e}0eq YyINOS 
sjualdisaiqns 0} }JUnNowY Ja}Sn[D JUaWdOJaAag pue YydJeasay 
LU0Z ‘O€ auNf papuq Jea, jeosl4 ay} 404 
spuemy [e4apa jo sainzipuadx] jo ajnpayss 
eueUoO[ JO 9}e€3S$ 


A-231 


00r‘6S7S 
€00‘86S 
VET‘EOSS 
vss 
L6$ 
7VL‘8TS 
08s‘ZT$ 
osr‘€es 
BSE'VES 
O0r‘8STS 
TZ6‘SLS 
OLL‘ETO‘ES 
CIL‘LTS 
672S'9S 
767‘690S 
LSL'Z9OTS 
TEL’8S 
v00‘STS 
€90'86S 
6969S 
vrl'7rs 
7S6'TS 
8L0'9L0'SS 
ESv‘ETSS 
ET6‘6ES 
918'60S 
660'VES 
TO7‘LZ80'7S 
EVE'8S 
LIG‘TES 
vrL'Els 
789‘600‘7S 
sainyipuadxy 


888'ZES 


800‘097S 


777'996$ 
LSE‘2TS 


69T'ELTS 


sjualdisaiqns 0} JunNowY 


*‘ajnpaypds siy} jo wed jesZajul ue aie sajou SulAuedwodde ay 


SULJVOUIBUJ PUL BDUDINS |EUO!}EUIIIU] JO BIO 6LO'LL 
LET8PST/SZT9VOOOOT OdS OpesojoD Jo AjIssaniun 

SWEIZOId JEIOd 8/0'LL 
ZOO-6T00-9ESO-SZ = Ujoour]-exseuqaN jo Aysuanlun 
ETOZASN-TOLIN-€6 = }AfO4d BUI [EUOITEN elUsJOgI|eD JO AjsuaAluy 
6ZL79ZT-GUH a3ajjOD }eua}00)) ysijes 
ZOO-WION-9T-DVS —ada|joD !eUa}00)| Ysi|es 
EOVS-IN = ad~ajjoD !eUa}00y Ysi|es 
YNVLINOWTOTPOTON = Alissaatun azeis UesIUDI 
T6TEEOTI AlsuanluM uose|\| 384085 
G-Z0L96 —Alisuaalup a}e3}$ OpesojoD 

saoinosay UeUNH pue uoleonpy 9/0'/r 
TOOOETV = AdIsyaniun syn 
679LDE Ajtsuaniun azeys e}OYeq YINOS 

S9IUTIDS DIWOUODJ pue “jesolAeyag ‘|2E1I9N0S S/O0'/r 
LSEEOOD IEE8TT AdssaAIUA B2e}S UOYUIYse/M 
6ZO-EEITZZTT-AI-9T —Uo!IeAS Yueasay UeJUNOW Ay20Y sad!AJas 3S9404 WASN 
TISTTOOOYSOIN §=—BPHO}4 Jo Ajissaniun 
EESGPSSGT OpesojoD jo AyISuaAIUn 
TO0-826-STOZ DTI ‘aqny su] yeasay ajqon 
WN-6T7bv78b-1d = Alsuaatun euelpu| 
ELBTOZOOZ-OVEE —SBIPNIS WaysAsodq Jo aynyIsU| AVeD 

saoualds es130/01g  PZO'L 

SULJVBUIZU PU BDUdIIS UO!JEWIOJU] pue JaINdWOD O/O'/r 
VISGEGO-JDO TSZEOEOT Od = BUsOyI]eD Way NOS Jo AjsuaAlUy 
TELTVW/6ZOOETVIN 9=eOuRW Je Heme} Jo Aysuanlun 
LIS-vE_  Ajissaaluf uo wuUIYse/N 3931095 

s90usldsosy §=Qco’/r 
LESSOVEST aaxNeMI!I-UISUOISINM JO AjsuaAlU 
WAVPSSTIT e181085 Jsam JO Ajsuanlun 
€0-ET-O880EET-ZS UOlJeIOdIOD 7S 

sadualds jedisAud pue jedijewaujeW| 670'Lr 


Ja}sn|> JUaWdojaAaqg pue Yydieasay 


LT0Z ‘O€ aunf papug sea, jedsl4 ay} 404 
spiemy |e4apa, Jo saunyipuadxy jo ajnpayrs 
eue}UOI| JO 33e1S 


A-232 


VLS‘LZT‘OL8‘ES 


OLE‘8ZE‘TETS 


O9S‘TITS 


v9S‘09S 
Tv6‘6TS 
SSO‘TES 


zrv‘ess 


6786S 
€6S‘ETS 


810‘7S9'TZ$ 


897'98S 

T76‘EVSS 

€6€‘EL8'ES 
sainyipuadxy 


*‘ajnpayds siy} jo Wed jesZaju! ue aie sajou SulAuedwoosde ay 


IWLOL SGYVMV 1V4IGI4 AO SIUNLIGNIAdXI AO FINGIHIS 


TWILOL YFLSNTD LNINdOTIAIG GNV HIYVISIY 


TWLOL LNINdOTIANIG IWNOILVNYFLNI HOF AINIOV SILVLS GILINN 


QE67VEV/CEE-Z8ZIY = BI3J0D Jo AjIsuantuy 
EBVETOOd/OZSTTOOOdSGIN == PPO} JO AjIsuanlun 
LL8'ETS NSW'6LTX9TOZ 93NYUIsSU| YOUeasay Ad!|Og pooy Jeuo!eUsazU| 
SEISIBAQ SWIPISOId JO} DIURISISSY uslas04 aivSsn tT00°86 
LNIWdOTSAI0 IWNOILLVNYSLNI YOd ADNADV SALVLS G3LINN 
TWLOL NOILVYULSINIINGV SSINISNG TIVINS 


LT-9T SHALSNID LGV = EJOSOUUI|| JO BdIUEII|\V BSUBjaq 
QT STSYSLSNID LaVY = BJOSaUUI| JO BdUel||V asuajaq 
weis0id diyssauyed AZojOUYII| 9}e}S pue |eJapa4 8GO0'6S 
NOILVUYLSINIINGY SSINISNG TIVINS 
1VLOL NOILVGNNO JINIIDS TVNOILVN 


BELZEIT/968Y  ABa|JOD YINowWJeq Jo saaysnsL 


Tv9'VZT$ SAIPAIY AAITeIZAIU] JO BDUJO €80'L7 
auNyonsysesJULVaQAD JO BIO  O8O'Lr 
sjuaidiaiqns 0} yunowYy Jaysnj> JUaWdojanag pue Yydeasay 


LT0Z ‘O€ uns papug sea, jedsl4 ay} 404 
spiemy |e4apa, Jo sainjipuadxy jo ajnpayrs 
eue}UO| JO 3321S 


A-233 


STATE OF MONTANA 
NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS 
FOR THE FISCAL YEAR ENDED JUNE 30, 2017 


Note 1. Summary of Significant Accounting Policies 


Basis of Presentation 


The accompanying Schedule of Expenditures of Federal Awards includes the federal 
award activity of the state of Montana under programs of the federal government for the 
fiscal year ended June 30, 2017. The information in this schedule is presented in 
accordance with the requirements of Title 2 U.S. Code of Federal Regulations Part 200, 
Uniform Administrative Requirements, Cost Principles, and Audit Requirements for 
Federal Awards (referred to as the “Uniform Guidance”), and where applicable, Office of 
Management and Budget Circular A-133 requirements. 


Because this schedule presents only a selected portion of the operations of the state of 
Montana, it is not intended to, and does not present, the financial positions, change in 
net assets, or, where applicable, its cash flows for the fiscal year ended June 30, 2017. 


Significant Accounting Policies 


Expenditures shown on the Schedule of Expenditures of Federal Awards are reported 
on the modified accrual basis of accounting, except as noted below. Under the 
modified accrual basis of accounting, expenditures are generally recorded in the 
accounting period in which the liability is incurred. However, there are some payments, 
such as compensated absences, that are only recorded when the payment is due. 


Such expenditures are recognized following the cost principles contained in the Uniform 
Guidance, OMB Circular A-87, or other costs circulars wherein certain types of 
expenditures are not allowed or are limited as to reimbursement. Negative amounts 
shown on the schedule represent adjustments or credits made in the normal course of 
business to amounts reported as expenditures in prior years. 


The Montana University System uses full accrual accounting to report campus federal 
expenditure activity. The Unemployment Insurance, Section 8 Voucher, and Section 8 
Project-Based programs are accounted for as enterprise fund activity. Enterprise funds 
also use the full accrual basis of accounting. Under the full accrual basis of accounting, 
expenditures are recorded when a liability is incurred, regardless of the timing of the 
related cash flows. 


Loan and Loan Guarantees (Note 2), Federal Excess Personal Property (Note 7), and 
the Department of Defense Firefighting Property (Note 8) are presented on the basis of 
accounting described in each note. The Books for the Blind and Physically 
Handicapped Program (Note 9) is not presented on the Schedule of Expenditures of 
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Federal Awards but is provided as additional information regarding the types of 
donations received by the state as part of this federal program. 


The state of Montana did not elect to use the 10% de minimis indirect cost rate allowed 
under the Uniform Guidance. 


Food Distribution Program 


The amount reported for Food Distribution programs (CFDA #10.555, #10.565, #10.567, 
#10.569, and #93.053) represents the dollar value of food commodities distributed to 
eligible recipients during the year. The U.S. Department of Agriculture provides the 
current value of the commodities used by the state to compute the amount reported. 
The amount of funds received to administer the program is also included in the reported 
amount. Montana also distributes food commodities to other states in the western 
region of the United States. During fiscal year 2017, Montana distributed $1,170,048 of 
food commodities under CFDA #10.567 to other states. 


The state of Montana distributed $10,604,874 in commodities in fiscal year 2017. The 
value at June 30, 2017 of commodities stored at the state’s warehouse is $1,743,598, 
for which the state is liable in the event of loss. The state has insurance to cover this 
liability. 


Minority Health and Health Disparities Research 


The amount reported for the Minority Health and Health Disparities Research Program 
(CFDA #93.307) includes endowment funds of $9,375,000, along with interest earned 
on the endowment. The entire endowment amount is reported as expended each year, 
as the funds are restricted for the life of the endowment. 


Immunization Cooperative Agreements 


The amount reported for the Immunization Cooperative Agreements (CFDA #93.268) 
includes the dollar value of vaccine doses received during fiscal year 2017. The state 
used the Centers for Disease Control’s price list to calculate the value of doses 
received. During fiscal year 2017, Montana received 204,179 vaccine doses valued at 
$10,708,009. 


Note 2. Loan and Loan Guarantee Programs 


The following loan and loan guarantee programs are reported on the Schedule of 
Expenditures of Federal Awards at their July 1, 2016 beginning loan balance plus the 
amount of any interest subsidy, cash, or administrative cost allowance received during 
fiscal year 2017: 


Federal Loan/Loan Guarantee Program FY 2017 Ending 
CFDA# : 
State Revolving Loans Balance 
66.458 Capitalization Grants for Clean Water State Revolving Funds $ 271,203,638 


66.468 Capitalization Grants for Drinking Water State Revolving Funds $ 141,411,906 


Total State Revolving Loan Programs $ 412,615,544 
CEDA# Federal Loan/Loan Guarantee Program FY 2017 Ending 
Student Financial Assistance Balance 
84.032 Federal Family Education Loans $59,296,580 
84.038 Federal Perkins Loan Program $32,183,084 
93.364 Nursing Student Loans $2,194,776 
93.264 Nurse Faculty Loan Program $14,471 
93.342 Health Professions Student Loans $176,650 
Total Student Financial Assistance Programs $93,865,561 


Federal Family Education Loans 


The Montana Guaranteed Student Loan Program (MGSLP) guaranteed no new loans 
for the Federal Family Education Loans Program (CFDA #84.032) during fiscal year 
2017. The outstanding loan balance (including principal, accrued interest and collection 
cost) of loans guaranteed in previous years, for which the federal government has 
imposed continuing compliance requirements, was $59,296,580 at June 30, 2017. 


Effective October 1, 2017, the loan servicing portion of the MGSLP was transferred toa 
federally approved national education loan servicing provider. The amount transferred 
at September 30, 2017 was $64,643,273, which included $53,516,103 in principal and 
interest and $11,127,170 in borrower collection costs. Also refer to Note 14. 


Economic Adjustment Assistance Program 


The Economic Adjustment Assistance Program (CFDA #11.307) consists of two 
separate awards which are reported on the Schedule of Expenditures of Federal 
Awards at their June 30, 2017 ending loan balances. The amount of loans outstanding 
as of June 30, 2017 is $382,846 for award number 05-19-02445 and $2,794,264 for 
award number 05-79-73005. 
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The calculation for each of these loan balances is as follows: 


Award Number: 05-19-02445 

State Name = EDA Revolvoing Loan 

Federal Grantor = US Department of Commerce 

Federal Program Name = Title IX SSED Revolving Loan Fund 
Federal Catalog Number = 11.307 


RLF Loan Balance FYE 2017 $ 409,369 
Cash & Investments FYE 2017 $ 94,375 
FY 2017 Admin paid out of RLF Income $ 35,476 
Unpaid Principal of loans written of during FY $ 

$ 539,220 
Federal Percentage 71% 
Federal Share of Revolving Loan Fund $ 382,846 


Award Number: 05-79-73005 

State Name = EDA Revolvoing Loan 

Federal Grantor = US Department of Commerce 

Federal Program Name = Economic Adjustment Assistance 
Federal Catalog Number = 11.307 


RLF Loan Balance FYE 2017 $ 3,875,356 
Cash & Investments FYE 2017 $ 1,308,025 
FY 2017 Admin paid out of RLF Income $ 405,146 
Unpaid Principal of loans written of during FY $ - 

$ 5,588,527 
Federal Percentage 50% 
Federal Share of Revolving Loan Fund $ 2,794,264 


Other Federal Loans 


The following loans, originally funded through federal programs, do not have any 
continuing federal compliance requirements imposed on the state, other than the loan 
repayments. These loans are not reported on the Schedule of Expenditures of Federal 
Awards: 
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Tonque River —Northern Cheyenne Tribal Loan 


The Northern Cheyenne Tribe and the Department of Natural Resources and 
Conservation entered into an agreement on July 1, 1994 in which the tribe agreed to 
loan the state of Montana $11,300,000 of federal funds appropriated as part of the 
Northern Cheyenne Indian Reserved Water Rights Settlement. The loan is to assist the 
state in financing costs of the Tongue River Dam project. No expenditures of tribal loan 
funds were incurred on project costs during fiscal year 2017. The amount of the loan 
outstanding as of June 30, 2017 is $6,084,615. 


Middle Creek Dam Rehabilitation Project Loan 


The Department of Natural Resources and Conservation and the U.S Department of the 
Interior, Bureau of Reclamation (BOR), entered into an agreement on September 21, 
1990. The BOR agreed to loan the state of Montana “...a sum of money not to exceed 
the lesser of (1) $3,023,925 plus reimbursable interest during construction, or (2) the 
actual cost of the project, including reimbursable interest during construction...” The 
total loan repayable is $2,990,129, and reimbursable interest during construction is 
$281,857. As of June 30, 2017, the loan outstanding is $1,942,789, and reimbursable 
interest during construction is $175,890. 


Note 3. Type A Federal Programs 


The State of Montana issues a biennial single audit report. The Montana Single Audit 
report for the two fiscal years ended June 30, 2017 will be issued by March 31, 2018. 


The Type A program threshold will be determined based on actual expenditures 
incurred during the two fiscal years ended June 30, 2017. 


Note 4. CFDA Number 


The CFDA number assigned for each federal program listed in the Schedule of 
Expenditures of Federal Awards is based upon agency agreements with the federal 
government and the Catalog of Federal Domestic Assistance in effect during the audit 
period. 


The complete CFDA number is a five-digit number, where the first two digits represent 
the federal agency and the second three digits represent the program. Programs not 
assigned a CFDA number in the Catalog of Federal Domestic Assistance were 
assigned a CFDA number in the format **.UXX or **. RD. Also refer to Note 13. 
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Note 5. Program Clusters 


As defined by 2 CFR section 200.17, a cluster of programs is a grouping of closely 
related programs that share common compliance requirements. Except for the Student 
Financial Assistance Cluster, clusters of programs are presented on the Schedule of 
Expenditures of Federal Awards either within their respective federal agency (for non- 
research and development programs) or by federal agency and major subdivision (for 
research and development programs. 


Student Financial Assistance Cluster 

Amounts reported for the Student Financial Assistance Cluster include programs 
administered by both the Department of Education and the Department of Health and 
Human Services. These clusters are shown separately, within their respective federal 
agencies, on the Schedule of Expenditures of Federal Awards. 


The combined Student Financial Assistance Cluster includes the following programs: 


CFDA #' Student Financial Assistance Cluster a) nid 
Expenditures 
84.007 Federal Supplemental Educational Opportunity Grants $1,350,227 
84.033 Federal Work-Study Program $2,266,664 
84.038 Federal Perkins Loan Program - Federal Capital Contributions $36,718,849 
84.063 Federal Pell Grant Program $46,861,495 
84.268 Federal Direct Student Loans $178,026,666 
Teacher Education Assistance for College and Higher Education Grants 
84.379 (TEACH Grants) $5,122 
93.264 Nurse Faculty Loan Program (NFLP) $21,729 
93.342 Health Professions Student Loans, Including Primary Care Loans/Loans for $199,042 
Disadvantaged Students 
93.364 Nursing Student Loans $2,709,657 
Total Student Financial Assistance Cluster $268,159,451 


Note 6. Research and Development Grants 


Research and Development includes all research activities, both basic and applied, and 
all development activities that are performed by a non-federal entity. Research is 
defined as a systematic study directed toward fuller scientific knowledge or 
understanding of the subject studied. The term research also includes activities 
involving the training of individuals in research techniques, where such activities utilize 
the same facilities as other research and development activities, and where such 
activities are not included in the instruction function. 
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Development is the systematic use of knowledge and understanding gained from 
research directed toward the production of useful materials, devices, systems, or 
methods, including design and development of prototypes and processes. Federal 
awards that meet the research and development criteria are listed in the Research and 
Development Cluster. 


Note 7. Federal Excess Personal Property 


The state of Montana receives Federal Excess Personal Property (FEPP). The title to 
this property remains with the federal agency. In accordance with General Services 
Administration guidelines, the amounts are presented at fair market value at the time of 
receipt by the state, which is determined to be 22.47% of the original acquisition cost of 
the property. 


Property received under CFDA #81.RD, Miscellaneous Research and Development, is 
shown at its fair market value at the time of receipt. 


The following is a list of the FEPP received by the state of Montana during fiscal year 
2017. The negative amount reflects property sold (title transferred at public sale) or 
other disposition. 


CFDA# Program FY 17 FY 17 Ending 
Amount Inventory 
10.203 Agricultural Experiment Stations $1,821 $125,057 
10.500 Cooperative Extension Service $0 $3,039 
10.664 Cooperative Forestry Assistance ($61,513) $4,689,634 
10.UXX Agriculture Miscellaneous — Non-major $0 $131,341 
39.003 General Services Administration ($26,404) $51,775 
81.RD Miscellaneous Research and Development $0 $5,150 
43.UXX NASA Miscellaneous — Non-major $0 $640,395 
47.UXX NSF Miscellaneous — Non-major ($6,672) $177,967 


Note 8. Department of Defense Firefighting Property 


The Department of Natural Resources and Conservation (DNRC) receives Department 
of Defense Firefighting Property (FFP). The title to this property is transferred to the 
DNRC. In accordance with General Services Administration guidelines, the amounts 
are presented at fair market value at the time of receipt by DNRC, which is determined 
to be 22.47% of the original acquisition cost of the property. The following is the value 
of FFP received by the state of Montana during fiscal year 2017: 


CFDA# Program FY 17 FY 17 Ending 
Amount Inventory 
12.UXX DOD Firefighter Program $303,448 $2,645,260 


A-240 


Note 9. Books for the Blind and Physically Handicapped 


The Montana State Library receives “talking book” machines, cassette books, 
accessories, and magazines from the federal government under the Books for the Blind 
and Physically Handicapped Program (CFDA #42.001). These items are then 
distributed to provide library services to blind and physically handicapped individuals. 
The federal government retains title to these items. The approximate value of the items 
in inventory (not distributed to individuals) at June 30, 2017 was $963,142. 


Since this program is considered a federal “use of equipment” agreement, the 
accompanying Schedule of Expenditures of Federal Awards does not include this 
amount. 


Note 10. Unemployment Benefits 


The unemployment compensation system is a federal-state partnership. State 
unemployment insurance laws must conform to certain provisions of the federal law. 
Federal funds are expended for administrative costs. State unemployment taxes must 
be deposited into a state account in the Federal Unemployment Trust Fund and are 
used only to pay benefits. State Unemployment Insurance (UI) funds, as well as federal 
funds, are included on the Schedule of Expenditures of Federal Awards. 


The following schedule provides a breakdown of the state and federal portions of the 
total expenditures recorded for the Unemployment Insurance Program (CFDA #17.225). 


State Ul Expenditures $108,262,192 
Federal Ul Expenditures 19,443,479 
Total $127,705,671 


Note 11. Subgrants to State Agencies 


Federal assistance transferred from one Montana state agency to another Montana 
state agency is shown only once on the Schedule of Expenditures of Federal Awards. 


Federal assistance received from non-state sources, which are considered subgrants by 
the awarding agency, are treated as pass-through grants to the state. These pass- 
through awards are listed below the direct federal awards reported on the Schedule of 
Expenditures of Federal Awards. Pass-through grant numbers are included for those 
awards that were assigned an identifying number. 


Note 12. Subgrants to Non-State Agencies 


Federal assistance transferred from a Montana state agency or university to a non-state 
agency, such as a city, county, tribal government, or nonprofit organization, is identified 
in the Amount to Subrecipients column shown in the Schedule of Expenditures of 
Federal Awards. These amounts are included in the expenditure totals shown on the 
report. 
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The Amounts to Subrecipients also includes federal assistance transferred from a 
Montana state agency or university that was originally received as a subgrant from 
another Montana state agency. These amounts are not included in the expenditure 
totals shown on the report, since the original award is only shown once on the Schedule 
of Expenditures of Federal Awards, as described in Note 11 above. 


A summary of amounts that were subgranted to a non-state agency, such as a city, 
county, tribal government, or nonprofit organization, which were made from awards 
originally received from another Montana state agency, is shown below: 


Amount to 
CFDA# Federal Program Subrecipients 
Non Research and Development 
10.025 Plant and Animal Disease, Pest Control, and Animal Care $45,000 
84.048 Career and Technical Education -- Basic Grants to States $2,431,727 
84.126 Rehabilitation Services _Vocational Rehabilitation Grants to States $31,138 
84.334 Gaining Early Awareness and Readiness for Undergraduate Programs $61,546 
84.419 Preschool Development Grants $1,347,918 
93.236 Grants to States to Support Oral Health Workforce Activities $25,061 
93.262 Occupational Safety and Health Program $3,531 
93.464 ACL Assistive Technology $60,000 
Total - Non Research and Development $4,005,921 
TANF Cluster 
93.558 Temporary Assistance for Needy Families $763,430 
Total TANF Cluster $763,430 
Research and Development Cluster 
20.205 — Highway Planning and Construction $36,054 
47.079 _— Office of International Science and Engineering $32,888 
93.859 Biomedical Research and Research Training $6,828 
Total Research and Development Cluster $75,770 


Note 13. Federal Awards not having a CEDA Number 


The following schedules contain contract or grant numbers associated with awards that 
did not have a CFDA number and were assigned either a **.UXX or **.RD number in the 
Schedule of Expenditures of Federal Awards. Not all **.UXX or **.RD awards reported 
on the SEFA had a grant or contract number. Also refer to Note 4. 


A-242 


Schedule of Unknown Federal CFDA Numbers (**.UXX) 


Federal Agency State Agency 


DEPARTMENT OF AGRICULTURE 
Department of Fish, Wildlife and Parks 


Department of Natural Resources and Conservation 


10.U33 University of Montana - Montana Tech 
10.U34 University of Montana - Western 
10.U35 Department of Natural Resources and Conservation 
10.U36 
10.U37 
10.U38 
10.U39 Department of Fish, Wildlife and Parks 
10.U40 
10.U41 
10.U42 
10.U43 Montana State University - Bozeman 
10.U44 Department of Fish, Wildlife and Parks 
10.U45 
DEPARTMENT OF DEFENSE 
12,001 Department of Natural Resources and Conservation 
DEPARTMENT OF EDUCATION 
Office of Public Instruction 
DEPARTMENT OF ENERGY 
Department of Environmental Quality 
Department of Natural Resources and Conservation 
DEPARTMENT OF TREASURY 


Department of Administration 


LIBRARY OF CONGRESS 
Montana Historical Society 


Contract or Grant Number 


11-CS-11011000-037 


Project Financial Plan 12-Fl-1 


1-CS-11011600-040 
11-PA-11010200-050 
2-CS-11011000-047 
12-PA-11011600-040 
3-CS-11011000-004 
13-CS-11011100-008 
3-CS-11011500-016 
14-CS-11011200-013 
5-CS-11011100-070 


010800-012 


Project Financial Plan 12-Fl-11011200-022 
Project Financial Plan 12-Fl-11011600-003 


Project Financial Plan 12-Fl-1 


015200-015 


Project Financial Plan 13-Fl-11011400-013 


Project Financial Plan 13-Fl-1 


011600-045 


Project Financial Plan 14-Fl-11011400-011 


Project Financial Plan 15-Fl-1 


17-CS-11015600-005 
1 


16-CS-11010200-02 


010200-001 


Project Financial Plan 16-Fl-11011100-057 


Project Financial Plan 16-Fl-1 


011500-026 


Project Financial Plan 17-Fl-11015200-003 


STEWARDSHIP AGREEMENT-13-SA-11015600-063 


16-PA-11011100-012 

14-PA-11011100-32 
12-PA-11010200-049 
16-CS-11011600-010 


Unknown 


12-CS-11011000-062 
09-CS-11011500-004 


Unknown 


Contract # ED-IES-14-C-0086 


Unknown 
0201.17.053086 


Unknown 


Unknown 


Identifies awards with unknown CFDA numbers that were previously reported in FY 2016. 


Amount 


12,873.00 
9,625.00 
892.00 
73,662.00 
12,335.00 
43,441.00 
824.00 
6,308.00 
41,887.00 
2,250.00 
19,437.00 
18,708.00 
371.00 
24,216.00 
631.00 
924.00 
154.00 
544.00 
2,472.00 
1,593.00 
1,319.00 
5,371.00 
893.00 
10,694.00 
823.00 
2,892.00 
1,087.00 
10,214.00 
9,614.00 
19,643.00 
8,197.00 


303,448.00 


107,814.00 


(2,169.00) 
41,261.00 


1,643.00 


11,020.00 


Schedule of Unknown Federal CFDA Numbers for Research and Development Awards (XX.RD) 


Federal Agency State Agency 


DEPARTMENT OF AGRICULTURE 
10.RD University of Montana - Montana Tech 
Montana State University - Bozeman 


DEPARTMENT OF DEFENSE 
12.RD University of Montana - Missoula 


Montana State University - Bozeman 


DEPARTMENT OF ENERGY 
81.RD Montana State University - Bozeman 
University of Montana - Montana Tech 


DEPARTMENT OF HEALTH AND HUMAN SERVICES 
93.RD University of Montana - Montana Tech 


University of Montana - Missoula 


Department of Public Health and Human Services 


DEPARTMENT OF THE INTERIOR 
15.RD University of Montana - Missoula 


Montana State University - Bozeman 
University of Montana - Montana Tech 


ENVIRONMENTAL PROTECTION AGENCY 
66.RD University of Montana - Missoula 


NATIONAL AERONAUTICS AND SPACE ADMINISTRATION 
43.RD University of Montana - Missoula 


Contract or Grant Number 


wg. 
Wg. 
Wg. 
Wg. 
wg. 
wg. 
wg. 
Wg. 
Wg. 
wg. 
wg. 


07-CS-11015600-099 
PO# 0000000666 


Unknown 


H92236-17-P-5122 


28F- 
28F- 
28F- 
28F- 
28F- 
28F- 
28F- 
28F- 
28F- 
28F- 
28F- 


4-2-0002 TO 0011 
4-2-0002 TO 0012 
4-2-0002 TO 0013 
4-2-0002 TO 0016 
4-2-0002 TO 0017 
4-2-0002 TO 0018 
4-2-0002 TO 0019 
4-2-0002 TO 0020 
4-2-0002 TO 0021 
4-2-0002 TO 0022 
4-2-0002 TO 0024 


W9128F-14-2-0002, TO 0001 
W9128F-14-2-0002, TO 0002 
W9128F-14-2-0002. TO 0004 
W9128F-14-2-0002. TO 0005 
W9128F-14-2-0002. TO 0006 


w91 


2HZ-16-2-0023 
Unknown 


USAF ARZ999 


P 


010169067 


7600020795 
7600020645 


$2. 


-17-0003-01 


S2-5504-16-01C 


$2. 
$2. 


-14-0006-02 
- 1954-16-01 


PO: S15FNC204 
S16FNC216 


AS 


S-111-024-001 
31236-Z8409102 


Unknown 


ARI11138-1 


DE-A 


C07-051D14517 


DE-ACO02-05CH11231 


1340328 
1663302 


211-2014-59580 


214- 


Pp 


2017-M-93216 
K-002052 


BHSIS State Agreement REF# 283-07-4803 SAMSHA 
DASIS State Agreement with SAMSHA 


13AC00618 


CHECK #1003 


Unknown 


G15PC00055 
G16PC00324 


H 


Unknown 
1580070001 


EP-16-8-000017 
36-3428665 


1422120 


E99044MO 
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Amount 


9,828.00 
54,989.00 
330,364.00 


135,332.00 
716,893.00 
1,092,808.00 
677,529.00 
441,111.00 
259,845.00 
41,223.00 
180,766.00 
25,176.00 
168,079.00 
31,814.00 
7,141.00 
99,925.00 
42,400.00 
6,379.00 
313,969.00 
41,789.00 
4,605.00 
57,403.00 
55,113.00 
41,769.00 
26,968.00 
69,290.00 
19,988.00 
73,907.00 
(3.00) 
149,707.00 
1,434.00 
32,914.00 
109,671.00 
19,691.00 
7,573.00 
486,425.00 


11,838.00 
24,126.00 
112,363.00 
(1,254.00) 
160,362.00 


73,130.00 
7,605.00 
13,449.00 
80,693.00 
448.00 


15,903.00 
3.00 
3,269.00 
8,737.00 
9,945.00 
59,039.00 
53,183.00 


1,857.00 
3,461.00 


63,236.00 
45,024.00 
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Note 14. Subsequent Event 


Effective October 1, 2017, the loan servicing portion of the Montana Guaranteed 
Student Loan Program was transferred to a federally approved national education loan 
servicing. The value of principle, interest, and borrower collection costs transferred at 
September 30, 2017 was $64,643,273. Also refer to Note 2. 
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LEGISLATIVE AUDIT DIVISION . 
-l 


Deputy Legislative Auditors 
Cindy Jorgenson 
Joe Murray 


Angus Maciver, Legislative Auditor 
Deborah F. Butler, Legal Counsel 


REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING 
AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT 
OF FINANCIAL SCHEDULES PERFORMED IN ACCORDANCE WITH 
GOVERNMENT AUDITING STANDARDS 


The Legislative Audit Committee 


We have audited, in accordance with the auditing standards generally accepted in the United States 
of America and the standards applicable to the financial audits contained in Government Auditing 
Standards issued by the Comptroller General of the United States, the financial statements of the 
governmental activities, the business-type activities, the aggregate discretely presented component units, 
each major fund, and the aggregate remaining fund information of the state of Montana, as of and 
for the year ended June 30, 2016, and the related notes to the financial statements, which collectively 
comprise the state of Montana’s basic financial statements, and have issued our report thereon dated 
January 30, 2017. Our report includes a reference to other auditors who audited the financial statements 
of the Montana State University component units and the University of Montana component units, 
as described in our report on the state of Montana’s financial statements. The financial statements of 
the Montana State University component units and the University of Montana component units were 
not audited in accordance with Government Auditing Standards, and accordingly, this report does not 
include reporting on internal control over financial reporting or instances of reportable noncompliance 
associated with these component units. 


Internal Control Over Financial Reporting 

In planning and performing our audit of the financial statements, we considered the state of Montana’s 
internal control over financial reporting to determine the audit procedures that are appropriate in the 
circumstances for the purpose of expressing our opinions on the financial statements, but not for 
the purpose of expressing an opinion on the effectiveness of the state of Montana’s internal control. 
Accordingly, we do not express an opinion on the effectiveness of the state of Montana’s internal 
control. 


A deficiency in internal control exists when the design or operation of a control does not allow 
management or employees, in the normal course of performing their assigned functions, to prevent, or 
detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a combination 
of deficiencies, in internal control such that there is a reasonable possibility that a material misstatement 
of the entity’s financial statements will not be prevented, or detected and corrected on a timely basis. 
A significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is less 
severe than a material weakness, yet important enough to merit the attention by those charged with 
governance. 
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Our consideration of internal control was for the limited purpose described in the first paragraph of 
this section and was not designed to identify all deficiencies in internal control that might be material 
weaknesses or significant deficiencies. Given these limitations, during our audit we did not identify 
any deficiencies in internal control that we consider to be material weaknesses. However, material 
weaknesses may exist that have not been identified. 


Compliance and Other Matters 

As part of obtaining reasonable assurance about whether the state of Montana’s financial statements 
are free from material misstatement, we performed tests of its compliance with certain provisions of 
laws, regulations, contracts, and grant agreements, noncompliance with which could have a direct and 
material effect on the determination of financial statement amounts. However, providing an opinion 
on compliance with those provisions was not an objective of our audit, and accordingly, we do not 
express such an opinion. The results of our tests disclosed instances of noncompliance or other matters 
that are required to be reported under Government Auditing Standards. The identified instances of 
noncompliance are described below: 


¢ The Montana Public Employees’ Retirement Board administers eight defined benefit 
retirement plans and an Other Post Employment Benefit (OPEB). The Montana Constitution 
and state law require all retirement systems to be actuarially sound. ‘The actuarial valuations as 
of June 30, 2016, indicated the Sheriffs’, and Game Wardens’ and Peace Officers’ retirement 
plans, and the Public Employees’ Retirement System-Defined Contribution Retirement Plan 
Disability OPEB are not actuarially sound because they do not amortize. The maximum 
allowable amortization period is 30 years, as defined by state law. 


State of Montana’s Response to Findings 

The state of Montana’s response to the findings identified in our audit are described in the separately 
issued Public Employees’ Retirement Administration audit report (16-08A) and on page B-1 of this 
report. The state of Montana’s response was not subjected to the auditing procedures applied in the 
audit of the financial statements and, accordingly, we express no opinion on it. 


Purpose of this Report 

The purpose of this report is solely to describe the scope of our testing of internal control and compliance 
and the results of that testing, and not to provide an opinion on the effectiveness of the state of 
Montana’s internal control or on compliance. This report is an integral part of an audit performed in 
accordance with Government Auditing Standards in considering the state of Montana’s internal control 
and compliance. Accordingly, this communication is not suitable for any other purpose. 


Respectfully submitted, 

/s/ Cindy Jorgenson 

Cindy Jorgenson, CPA 
Deputy Legislative Auditor 
Helena, MT 


January 30, 2017 
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Angus Maciver, Legislative Auditor 
Deborah F. Butler, Legal Counsel 


Deputy Legislative Auditors 
Cindy Jorgenson 
Joe Murray 


INDEPENDENT AUDITOR'S REPORT 


‘The Legislative Audit Committee 
of the Montana State Legislature: 


Introduction 

We have audited the accompanying financial statements of the governmental activities, the 
business-type activities, the aggregate discretely presented component units, each major fund, and 
the aggregate remaining fund information of the state of Montana, as of and for the year ended 
June 30, 2016, and the related notes which collectively comprise the state of Montana’s basic financial 
statements, as follows: 


¢ Statement of Net Position 

¢ Statement of Activities 

¢ Balance Sheet — Governmental Funds 

¢ Reconciliation of the Balance Sheet — Governmental Funds to the Statement of Net Position 


¢ Statement of Revenues, Expenditures, and Changes in Fund Balances — Governmental 
Funds 


¢ Reconciliation of the Statement of Revenues, Expenditures, and Changes in Fund Balances 
of Governmental Funds to the Statement of Activities 


¢ — Statement of Fund Net Position — Proprietary Funds 

¢ — Statement of Revenues, Expenses, and Changes in Fund Net Position — Proprietary Funds 
¢ — Statement of Cash Flows — Proprietary Funds 

¢ — Statement of Fiduciary Net Position — Fiduciary Funds 


¢ Statement of Changes in Fiduciary Net Position — Fiduciary Funds 


Management’s Responsibility for the Financial Statements 

Management is responsible for the preparation and fair presentation of these financial statements 
in accordance with accounting principles generally accepted in the United States of America; this 
responsibility includes designing, implementing, and maintaining internal controls relevant to the 
preparation and fair presentation of financial statements that are free from material misstatement, 
whether due to fraud or error. 


Auditor's Responsibility 
Our responsibility is to express an opinion on these financial statements based on our audit. We did 
not audit the financial statements of the Montana State University (MSU) component units and the 


Room 160 ¢ State Capitol Building * PO Box 201705 * Helena, MT * 59620-1705 
Phone (406) 444-3122 * FAX (406) 444-9784 ¢ E-Mail lad@mt.gov 
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University of Montana (UM) component units, which represents 15.12 percent, 29.94 percent, and 
6.73 percent, respectively of the assets, net position, and revenues of the aggregate discretely presented 
component units. Those financial statements were audited by other auditors whose reports have been 
furnished to us, and our opinions, insofar as they relate to the amounts included for the university 
component units, are based solely on the reports of other auditors. 


We conducted our audit in accordance with auditing standards generally accepted in the United 
States of America and the standards applicable to financial audits contained in Government Auditing 
Standards, issued by the Comptroller General of the United States. Those standards require that we 
plan and perform the audit to obtain reasonable assurance about whether the financial statements are 
free from material misstatement. The financial statements of the MSU and UM component units were 
not audited in accordance with Government Auditing Standards. 


An audit involves performing procedures to obtain audit evidence about the amounts and disclosures 
in the financial statements. The procedures selected depend on the auditor’s judgment, including the 
assessment of the risks of material misstatement of the financial statements, whether due to fraud 
or error. In making those risk assessments, the auditor considers internal controls relevant to the 
state of Montana’s preparation and fair presentation of the financial statements in order to design 
audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an 
opinion on the effectiveness of the state of Montana’s internal control, and accordingly, we express no 
such opinion. An audit also includes evaluating the appropriateness of accounting policies used and 
the reasonableness of significant accounting estimates made by management, as well as the overall 
presentation of the financial statements. 


We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for 
our audit opinions. 


Summary of Opinions 
Opinion Unit Type of Opinion 
Governmental Activities Unmodified 
Business-Type Activities Unmodified 
Aggregate Discretely Presented Component Units Unmodified 
Aggregate Remaining Fund Information Unmodified 
General Fund Unmodified 
State Special Revenue Fund Unmodified 
Federal Special Revenue Fund Unmodified 
Land Grant Unmodified 
Coal Severance Tax Unmodified 
Unemployment Insurance Unmodified 
Economic Development Bonds Unmodified 


Unmodified Opinions 

In our opinion, the financial statements referred to above present fairly, in all material respects, 
the financial position of the Governmental Activities and Business-Iype Activities, General Fund, 
State Special Revenue Fund, Federal Special Revenue Fund, Land Grant, Coal Severance Tax, 
Unemployment Insurance and Economic Development Bonds major funds, and the Aggregate 
Discretely Presented Component Units and Aggregate Remaining Fund Information of the state of 
Montana, as of June 30, 2016, and the respective changes in financial position and, where applicable, 
cash flows thereof for the fiscal year then ended in conformity with accounting principles generally 
accepted in the United States of America. 


Emphasis of Matters 

As discussed in Note 19 to the financial statements, at June 30, 2016, the Game Wardens’ and Peace 
Officers’, and Sheriffs’ retirement plans, and the Public Employees’ Retirement System-Defined 
Contribution Retirement Plan Disability Other Post Employment Benefit (DCRP Disability OPEB) 
are not actuarially sound because they do not amortize. The maximum allowable amortization period 
is 30 years, as defined by state law. Our opinions are not modified with respect to this matter. 


As discussed in Note 2B to the financial statements, beginning in fiscal year 2016, the state of Montana 
elected to report the Short-Term Investment Pool assets at fair value instead of amortized cost, as 
previously reported. Our opinions are not modified with respect to this matter. 


As discussed in Note 2A to the financial statements, in fiscal year 2016, the state of Montana adopted 
new accounting guidance contained in Governmental Accounting Standards Board Statement No. 72, 
Fair Value Measurement and Application. Our opinions are not modified with respect to this matter. 


As discussed in Note 2B, Montana State Fund (MSF) was issued a Certificate of Authority, became 
an authorized insurer regulated by the Montana Commission of Securities and Insurance, and is 
now subject to the provisions of Title 33, Montana Insurance Code. As a result, MSF’s reporting 
period changed from a June 30 fiscal year-end to a calendar year-end. ‘This report, for the year ended 
June 30, 2016, includes a 6-month financial reporting period for MSF. Our opinion for the Aggregate 
Discretely Presented Component Units is not modified with respect to this matter. 


Other Matters 

Required Supplementary Information 

Accounting principles generally accepted in the United States of America require that the Management’s 
Discussion and Analysis, the Budgetary Comparison Schedule, the Pension Plan Information, the 
Other Post Employment Benefit Plan Information, and the Risk Management Trend Information, 
and the related notes, be presented to supplement the basic financial statements. Such information, 
although not a part of the basic financial statements, is required by the Governmental Accounting 
Standards Board who considers it to be an essential part of financial reporting for placing the 
basic financial statements in an appropriate operational, economic, or historical context. We have 
applied certain limited procedures to the required supplementary information in accordance with 
auditing standards generally accepted in the United States of America, which consisted of inquiries 
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of management about the methods of preparing the information and comparing the information for 
consistency with management's responses to our inquiries, the basic financial statements, and other 
knowledge we obtained during our audit of the basic financial statements. We do not express an 
opinion or provide any assurance on the information because the limited procedures do not provide us 
with sufficient evidence to express an opinion or provide any assurance. 


Supplementary Information 

Our audit was conducted for the purpose of forming an opinion on the financial statements that 
collectively comprise the state of Montana’s basic financial statements. The Schedule of Expenditures 
of Federal Awards, as required by Title 2 U.S. Code of Federal Regulations Part 200, Uniform 
Administrative Requirements, Cost Principles, and Audit Requirements for Federal awards, is 
presented for purposes of additional analysis and is not a required part of the financial statements. 


The Schedule of Expenditures of Federal Awards is the responsibility of management and was derived 
from and relates directly to the underlying accounting and other records used to prepare the financial 
statements. The information has been subjected to the auditing procedures applied in the audit of the 
financial statements and certain additional procedures, including comparing and reconciling such 
information directly to the underlying accounting and other records used to prepare the financial 
statements or to the financial statements themselves, and other additional procedures in accordance 
with auditing standards generally accepted in the United States of America. In our opinion, the 
Schedule of Expenditures and Federal Awards is fairly stated in all material respects in relation to the 
financial statements as a whole. 


Other Reporting Required by Government Auditing Standards 

In accordance with Government Auditing Standards, we have also issued our report dated January 30, 
2017, on our consideration of the state of Montana’s internal control over financial reporting and on 
our tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements 
and other matters. The purpose of that report is to describe the scope of our testing of internal control 
over financial reporting and compliance and the results of that testing, and not to provide an opinion 
on internal control over financial reporting or on compliance. That report is an integral part of an audit 
performed in accordance with Government Auditing Standards in considering the state of Montana’s 
internal control over financial reporting and compliance. 


Respectfully submitted, 


/s/ Cindy Jorgenson 


Cindy Jorgenson, CPA 
Deputy Legislative Auditor 
Helena, MT 


January 30, 2017 


MANAGEMENT?’S DISCUSSION AND ANALYSIS 


INTRODUCTION 


Management of the State of Montana (State) provides this Management’s Discussion and Analysis of the State of 
Montana’s basic financial statements included in the Comprehensive Annual Financial Report (CAFR). This 
narrative overview and analysis of the financial activities of the State of Montana is for the fiscal year ended June 
30, 2016. We encourage readers to consider this information in conjunction with the additional information that is 
furnished in the State’s financial statements, which follow. 


FINANCIAL HIGHLIGHTS 


Government-wide 

The assets and deferred outflows of resources of the State exceeded its liabilities and deferred inflows of resources 
at the end of fiscal year 2016 by $8.1 billion compared with $7.8 billion at the end of fiscal year 2015, representing a 
4% increase in net position. Component units reported net position of $1.8 billion at the end of fiscal year 2016 
compared to $1.7 billion at the end of fiscal year 2015, representing a 4% increase in net position. More detail is 
provided in the financial statement overview below. 


Fund Level 

As of the close of fiscal year 2016, the State’s governmental funds reported combined ending fund balances of $4.1 
billion compared with $4.2 billion at fiscal year 2015. Of the 2016 balance, $1.6 billion is not in spendable form, 
primarily as permanent fund principle. Thus, $2.5 billion is available for spending. The fund balance in spendable 
form is segregated by constraint as follows: $1.0 billion restricted, $1.2 billion committed, $149.2 million assigned 
and $126.5 million unassigned. This represents a $88.4 million (2%) decrease in total fund balance. These changes 
are discussed in more detail in the financial analysis of the State’s major funds presented below. 


The State’s business-type activity funds reported net position at the close of fiscal year 2016 in the amount of $372.0 
million compared with fiscal year 2015 net position of $356.3 million. Of the 2016 business-type activity net 
position, $15.8 million was reported as net investment in capital assets. Net position of $356.2 million was in 
spendable form with $8.4 million unrestricted and $347.8 million restricted to expenditure for a specific purpose. 
This represents a $14.6 million (4%) increase in spendable net position from the fiscal year 2015 balance of $341.7 
million. These changes are discussed in more detail in the financial analysis of the State’s major funds presented 
below. 


Long-term Debt 
The State’s total governmental activity bonds and notes payable for governmental activities decreased by $38.1 
million, from $268.7 million in fiscal year 2015 to $230.6 million, a 14% decrease in fiscal year 2016. 


Further detail relating to the State’s long-term debt is provided in notes to the financial statement’s Note 11. 


OVERVIEW OF THE FINANCIAL STATEMENTS 


This discussion and analysis is intended to serve as an introduction to the State of Montana’s basic financial 
statements. The State’s basic financial statements include three components: (1) government-wide financial 
statements, (2) fund financial statements, and (3) notes to the financial statements. The report also contains 
additional required supplementary information, which includes budgetary schedules, pension and other post 
employment benefits plan information, and risk management trends. These components are described below: 


Basic Financial Statements 
The basic financial statements include two types of financial statements that present different views of the State — 
the government-wide financial statements and the fund financial statements. These financial statements also include 
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the notes to the financial statements, which provide further detail and information related to the balances of the 
financial statements. 


Government-wide Financial Statements 

The government-wide financial statements provide a broad view of the State’s operations in a manner similar to a 
private-sector business. The statements provide both short-term and long-term information about the State’s 
financial position, which assists in assessing the State’s economic condition at the end of the fiscal year. These are 
prepared using the flow of economic resources measurement focus and the accrual basis of accounting. In other 
words, they follow methods that are similar to those used by most businesses, including all revenues and expenses 
connected with the fiscal year, even if cash involved has not been received or paid. The government-wide financial 
statements include two statements: the Statement of Net Position and the Statement of Activities, as defined below. 


The Statement of Net Position presents all of the government’s assets, deferred outflows of resources, liabilities, 
deferred inflows of resources and net position. Over time, increases or decreases in the State’s net position may 
serve as a useful indicator of whether the financial position of the State is improving or deteriorating. 


The Statement of Activities presents information related to the government’s net position changes during the most 
recent fiscal year. All changes in net position are reported as soon as the underlying event giving rise to the change 
occurs, regardless of the timing of related cash flows. Thus, revenues and expenses are reported in this statement for 
some items that will not result in cash flows until future fiscal periods. This statement also presents a comparison 
between direct expenses and program revenues for each function of the State. 


Both of the above financial statements have separate sections for three different types of state activities. These three 
types of activities are as follows: 


Governmental Activities — Activities mostly supported by taxes and intergovernmental revenues, including federal 
grants. Most services normally associated with state government fall into this category, including education (support 
for both K-12 public schools and higher education), general government, health and human services, natural 
resources, public safety, and transportation. 


Business-type Activities — Functions normally intended to recover all or a significant portion of their costs through 
user fees and charges to external users of goods and services. The major business-type activities of the State include 
the Unemployment Insurance Fund and the Economic Development Bonds Program, which assists Montana’s small 
businesses and local governments in obtaining long-term, fixed-rate financing through private Montana lending 
institutions. 


Discretely Presented Component Units — Operations for which the State has financial accountability, but have 
certain independent qualities as well. In order to be considered component units, these entities must be legally 
separate to the extent that they may sue, or be sued, in their own right. For the most part, these entities operate 
similarly to private sector businesses and the business-type activities described above. The State’s component units 
consist of one financing authority, one housing board, one nonprofit independent public corporation and two 
universities. 


Fund Financial Statements - Reporting the State’s Major Funds 
A fund is a grouping of related accounts that is used to maintain control over resources that have been segregated for 
specific activities or objectives. The State, like other state and local governments, uses fund accounting to ensure 
and demonstrate compliance with finance-related legal requirements. 


The fund financial statements focus on individual parts of the state government, reporting the State’s operations in 
more detail than the government-wide statements. All of the funds can be divided into three categories. It is 
important to note that these fund categories use different accounting approaches and should be interpreted 
individually. The three categories of funds are as follows: 


Governmental Funds — Most of the basic services provided by the State are financed through governmental funds. 
Governmental funds are used to account for essentially the same functions reported as governmental activities in the 
government-wide financial statements. However, unlike the government-wide financial statements, the 


governmental fund financial statements focus on near-term inflows and outflows of spendable resources. They also 
focus on the balances of spendable resources available at the end of the fiscal year. Such information may be useful 
in evaluating the government’s near-term financing requirements. This approach is known as using the flow of 
current financial resources measurement focus and the modified accrual basis of accounting. These statements 
provide a detailed short-term view of the State’s finances that assists in determining whether there will be adequate 
financial resources available to meet the current needs of the State. 


The State has five governmental funds that are considered major funds for presentation purposes. Each major fund is 
presented in a separate column in the governmental fund balance sheet and in the governmental fund statement of 
revenues, expenditures, and changes in fund balances. The State’s five major governmental funds are the General 
Fund, the State Special Revenue Fund, the Federal Special Revenue Fund, the Coal Severance Tax Fund, and the 
Land Grant Fund. 


Proprietary Funds — When the State charges customers for the service it provides, whether to outside customers or 
to other agencies within the State, these services are generally reported in proprietary funds. Like the government- 
wide statements, proprietary fund statements utilize full accrual accounting, the same method used by private sector 
businesses. Enterprise funds report activities that provide supplies and services to the general public. Whereas, 
internal service funds report activities that provide supplies and services for the State’s other programs and 
activities. 


Fiduciary Funds — Resources held for the benefit of parties outside state government are accounted for in fiduciary 
funds. Fiduciary funds are not reflected in the government-wide financial statements because the resources of these 
funds are not available to support the State’s own programs. Fiduciary fund statements use the full accrual basis of 
accounting. 


Notes to the Financial Statements 

The notes to the financial statements provide additional information that is essential for a full understanding of the 
government-wide and the fund financial statements. The notes to the financial statements can be found immediately 
following the fiduciary fund financial statements. 


Required Supplementary Information 

The basic financial statements are followed by a section of required supplementary information. This section 
contains a budgetary comparison schedule, which includes the reconciliation between the statutory fund balance for 
budgetary purposes and the fund balance for the General Fund and major special revenue funds, as presented in the 
governmental fund financial statements. Required supplementary information also includes pension and other post 
employment benefits plan information, as well as additional risk management trend data. 


GOVERNMENT-WIDE FINANCIAL ANALYSIS 


Montana’s overall financial position increased from the last fiscal year as reflected in the $288.2 million increase 
(4%) in net position. This improvement resulted from a continued economic recovery within the State. 


Net Position 

As noted earlier, net position may serve over time as a useful indicator of a government’s financial position. The 
State’s combined net position (government and business-type activities) totaled $8.1 billion at the end of fiscal year 
2016. Net position of the both governmental and business-type activities increased by $272.5 million (4%) and 
$15.7 million (4%), respectively. These changes are explained in detail in the major fund analysis below. 


A portion of the State’s net position reflects its investment in capital assets such as land, buildings, equipment and 
infrastructure (roads, bridges, and other immovable assets) less any related debt used to acquire those assets that is 
still outstanding. The State uses these capital assets to provide services to citizens; consequently, these assets are not 
available for future spending. Although the State’s investment in its capital assets is reported net of related debt, it 
should be noted that the resources needed to repay this debt must be provided from other sources, since the capital 
assets themselves cannot be used to liquidate these liabilities. 
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An additional portion of the State’s net position represents resources that are subject to external restrictions on how 
they may be used. The remaining balance of unrestricted net position may be used to meet the State’s ongoing 
obligations to citizens and creditors. Internally imposed designations of resources are not presented as restricted net 
position. 


At the end of the current fiscal year, the State reported positive balances in net investment in capital assets and 
restricted net position categories, along with a negative balance in the unrestricted category of net position, for both 
the governmental activities and the primary government as a whole. The negative unrestricted net position is 
primarily due to net pension liability established in fiscal year 2016. GASB Statements No. 68 and 71 were 
implemented in fiscal year 2015 and are contributing factors to the negative net position. The State also reported 
positive balances for all categories of net position for the business-type activities. 


Net Position 
June 30, 2016 
(expressed in thousands) 


Governmental Business-type Total Primary 
Activities Activities Government 
2015 2016 2015 2016 2015 2016 
Current and other assets $5,230,463 $5,172,386 $515,480 $525,340 $5,745,943 $5,697,726 
Capital assets 5,492,272 5,753,621 15,450 16,363 5,507,722 5,769,984 
Total assets 10,722,735 10,926,007 530,930 541,703 11,253,665 11,467,710 
Deferred outflows of resources 188,437 201,784 897 1,481 189,334 203,265 
Long-term liabilities 

Due in more than one year 2,228,098 2,318,021 23,780 24,508 2,251,878 2,342,529 
Other liabilities 923,799 937,756 148,612 145,603 1,072,411 1,083,359 
Total liabilities 3,151,897 3,255,777 172,392 170,111 3,324,289 3,425,888 
Deferred inflows of resources 304,757 144,983 3,159 1,100 307,916 146,083 
Net investment in capital assets 5,332,649 5,616,889 14,616 15,760 5,347,265 5,632,649 
Restricted 2,764,165 2,890,669 333,536 347,818 3,097,701 3,238,487 
Unrestricted (642,296) (780,527) 8,124 8,395 (634,172) (772,132) 


Total net position $7,454,518 $7,727,031 $356,276 $371,973 $7,810,794 $8,099,004 
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The following condensed financial information was derived from the government-wide Statement of 
Activities, and reflects how the State’s net position changed during the fiscal year: 


Changes in Net Position 
For Fiscal Year Ended June 30, 2016 
(expressed in thousands) 


Governmental Business-type Total Primary 
Activities Activities Government 
2015 2016 2015 2016 2015 2016 
Revenues: 
Program revenues 
Charges for services $ 582,847 $ 577,679 $414,398 $397,793 $ 997,245 $ 975,472 
Operating grants 1,885,537 2,093,817 50,751 56,565 1,936,288 2,150,382 
Capital grants 470,860 456,588 942 857 471,802 457,445 
General revenues 
Taxes 2,430,175 2,318,433 26,440 27,078 2,456,615 2,345,511 
Other 94,653 146,716 3,157 2,701 97,810 149,417 
Total revenues 5,464,072 5,593,233 495,688 484,994 5,959,760 6,078,227 
Expenses: 
General government 655,878 696,984 655,878 696,984 
Public safety 403,407 420,532 403,407 420,532 
Transportation 483,943 464,092 483,943 464,092 
Health and human service 1,936,701 2,174,506 1,936,701 2,174,506 
Education 1,306,740 1,324,299 1,306,740 1,324,299 
Natural resources 316,834 295,332 316,834 295,332 
Interest on long-term debt 9,124 9,373 9,124 9,373 
Unemployment Insurance 112,952 119,088 112,952 119,088 
Liquor Stores 78,700 81,556 78,700 81,556 
State Lottery 41,088 47,202 41,088 47,202 
Economic Dev Bonds 989 1,198 989 1,198 
Hail Insurance 8,304 817 8,304 817 
Gen Govt Services 68,677 71,343 68,677 71,343 
Prison Funds 6,464 9,099 6,464 9,099 
MUS Group Insurance 86,539 87,535 86,539 87,535 
MUS Workers Comp 4,128 2,430 4,128 2,430 
Total expenses 5,112,627 5,385,118 407,841 420,268 5,520,468 5,805,386 
Increase (decrease) in net 
position before transfers 351,445 208,115 87,847 64,726 439,292 272,841 
Transfers 50,017 49,813 (50,017) (49,813) - - 
Change in net position 401,462 257,928 37,830 14,913 439,292 272,841 
Net position, beg of year 
(as adjusted) 7,053,056 7,469,103 318,446 357,060 7,371,502 7,826,163 


Net position, end of year $7,454,518 $7,727,031 $ 356,276 $371,973 $7,810,794 $8,099,004 


Governmental Activities 
The following chart depicts revenues of the governmental activities for the fiscal year: 


Revenues - Governmental Activities 
Fiscal Year Ended June 30, 2016 
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The following chart depicts expenses of the governmental activities for the fiscal year: 


Expenses - Governmental Activities 
Fiscal Year Ended June 30, 2016 
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Business-type Activities 
The following chart depicts revenues of the business-type activities for the fiscal year: 


Revenues - Business-type Activities 
Fiscal Year Ended June 30, 2016 
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The following chart depicts expenses of the business-type activities for the fiscal year: 


Expenses - Business-type Activities 
Fiscal Year Ended June 30, 2016 
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FINANCIAL ANALYSIS OF THE STATE’S MAJOR FUNDS 


As the State completed the year, its governmental funds reported fund balances of $4.1 billion. Of this total, $2.5 
billion (62%) constitutes spendable fund balance and $1.6 billion (38%) is classified as non-spendable. The analysis 
of the following major funds, providing the majority of the fund balance for the government, follows. 


General Fund Revenues and Expenditures 

The General Fund is the chief operating fund of the State. For fiscal year 2016, the total fund balance of the General 
Fund was reported at approximately $271.3 million. Of this balance $4.5 million is nonspendable. The remaining 
$266.8 million is spendable with $140.3 million assigned and $126.5 million unassigned. This represents 11% of the 
$2.5 billion spendable governmental fund balances for all governmental funds. Of the assigned fund balance, $130.0 
million pertains to the projected general fund spend down of fund balance in fiscal year 2017 and $10.3 million 
relates to outstanding encumbrances at the end of the fiscal year. Further detail on the breakdown of fund balance 
for the General Fund is provided in Note 14 — Major Purpose Presentation. 


Total fund balance decreased by $200.0 million when compared to the previously reported fund balance of $471.3 
million. Changes in both expenditures and revenues are discussed in detail below. The 2015 legislative session 
projected $319 million of unassigned fund balance for fiscal year 2016, without regard to an additional fund balance 
amount reported regarding the projected spend down in fiscal year 2017. 


Lower General Fund Revenues — Total General Fund revenues were $2.0 billion for fiscal year 2016 (lower than 
legislative estimation), a 4% decrease from the $2.1 billion reported in 2015 (which were higher than legislative 
estimation). Fiscal year 2016 tax revenue decreased by 4% in total over 2015, with natural resource and corporate 
income tax collections down 44% and 31%, respectively. Individual income and property tax collections were up 
slightly by 1% and 5%, respectively. 


Higher General Fund Expenditures — Total General Fund expenditures for fiscal year 2016 increased by $117.1 
million (6%). This increase in expenditures occurred in the public safety, health and human services, education and 
natural resources functions as follows: 

e Public safety expenditures increased by $25.0 million (9%) 

e Health and human services expenditures increased by $39.2 million (9%) 

e Education expenditures increased by $51.7 million (5%) 

e Natural resources expenditures increased by $2.4 million (7%) 


Transfers out increased by $30.9 million (51%) to $91.2 million in 2016, mostly attributable to the fire suppression 
transfers. 


The General Fund’s actual revenues and expenditures in comparison to budgeted revenues and expenditures is 
provided in more depth on the Budgetary Comparison Schedule, within the Required Supplementary Information 
section of this report. The same level of detail used to report the actual revenues and expenditures is not readily 
available for all budgetary revenues and expenditures, which may cause some variances. 


General Fund Expenditure Budget Reversions 
Fund balances are not reserved for reverted appropriations. For fiscal year 2016, general fund appropriations that 
reverted to 2017 were $26.3 million. 


The Department of Public Health and Human Services had unspent appropriations of $15.8 million, the vast 
majority of which was attributable to Medicaid and other benefits. 


The Department of Corrections had unspent appropriations of $2.1 million related to Medicaid savings and other 
operational costs. 


The Department of Natural Resources and Conservation, the Judiciary Branch and the Department of Revenue had 
unspent appropriations of $1.6 million, $1.5 million and $1.3 million, respectively, related to operational costs. 


The remaining unspent appropriation of $4.0 million was attributable to miscellaneous reversions across other 
agencies. 


State Special Revenue Fund 

The fund balance of the State Special Revenue Fund increased by $3.6 million to $1.6 billion. Revenues and 
expenditures decreased by $22.1 million (2%) and $50.9 million (5%), respectively, for fiscal year 2016. The largest 
decrease in revenues is attributable to a reduction in natural resources tax collections. The largest decreases in 
expenditures is attributable to reductions in general government and education related expenditures. 


Federal Special Revenue Fund 

The fund balance of the Federal Special Revenue Fund decreased by $2.2 million (20%) to $9.0 million. Revenues 
and expenditures increased by $168.5 million (8%) and $197.6 million (9%) respectively for the fiscal year 2016. 
Revenue increases are attributable to increases in federal revenue and expenditure increases are attributable to 
increases in health and human services related expenditures. Transfers out decreased by $21.4 million (42%) for the 
fiscal year 2016, primarily due to timing differences among federally funded natural resource transfers. 


Coal Severance Tax Permanent Fund 

The fund balance of the Coal Severance Tax Permanent Fund increased by $65.8 million (6%) to $1.1 billion. 
Revenue increased by $27.3 million (44%) to $89.9 million, primarily due to an increase of $28.9 million in 
investment earnings. 


Land Grant Permanent Fund 

The fund balance of the Land Grant Permanent Fund increased by $42.7 million (6%) to $710.5 million. Within this 
fund, investment earnings increased by $24.6 million, while rent/lease/royalties and sales income decreased by 
$12.7 million. 


Unemployment Insurance Enterprise Fund 

Net position restricted for unemployment compensation increased by $15.9 million (6%). The increase in net 
position reflects the continued impact of low unemployment throughout fiscal year 2016 accompanied by an 
increase in the taxable wage base from $29.5 thousand to $30.5 thousand in 2016. 


Economic Development Bonds Enterprise Fund 
Net position increased by 1% to $5.2 million in fiscal year 2016. Revenues from financing increased $239 
thousand, while interest expense increased $125 thousand. 


CAPITAL ASSETS AND DEBT ADMINISTRATION 


Capital Assets 

The State’s investment in capital assets for its governmental and business-type activities, as of June 30, 2016, amounted 
to $8.0 billion, with related accumulated depreciation of $2.2 billion, leaving a net book value of $5.8 billion. This 
investment in capital assets includes land, buildings, improvements, equipment, infrastructure, and construction in 
progress. Infrastructure assets are items that are normally immovable and of value only to the State, such as roads, 
bridges, streets and sidewalks, drainage systems, lighting systems, and similar items. 


The total increase in the State’s investment in capital assets for the current fiscal year was $262.3 million or 5% in 
terms of net book value. Most increases in capital expenditures were seen in construction, or reconstruction, of roads 
and bridges. Additional information relating to the State’s capital assets can be found in Note 5 of the notes to the 
financial statements. 


Debt Administration 
Montana continues to receive excellent general obligation bond ratings from Moody’s Investor Service (Aal), Standard 
and Poor’s Corporation (AA) and Fitch Ratings (AA+), which remain unchanged from 2015. 


State debt may be authorized either by a two-thirds vote of the members of each house of the Legislature, or by a 
favorable vote of a majority of the State’s electors voting thereon. There is no constitutional limit on the amount of debt 
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that may be incurred by the State. The Montana Constitution does, however, prohibit the incurring of debt to cover 
deficits caused by appropriations exceeding anticipated revenue. 


The State of Montana’s general obligation debt decreased from $134.8 million at June 30, 2015 to $115.5 million at 
June 30, 2016. There is cash available, of $4.3 million at the end of fiscal year 2016, in debt service funds to service 
general obligation debt. 


The below table contains the ratio of general obligation debt and total State debt to personal income and to the amount 
of debt per capita: 


Amount Percentage of State Debt 
(in thousands) Personal Income (1) Per Capita (2) 
General obligation debt $115,500 0.23% $96 
Total State debt $216,983 0.50% $221 


(1) Based on personal income for calendar year 2015. 
(2) Based on estimated 2016 Montana population. 


More detailed information regarding the State’s long-term obligations is presented in Note 11 of the notes to the 
financial statements and in the statistical tables. 


ECONOMIC CONDITION AND OUTLOOK 


Montana’s primary economic base remains concentrated in agriculture, mining, manufacturing, and nonresident 
travel. Montana had the 16th fastest personal income growth among states in 2015, at a rate of 4%. Additionally, 
Montana had real wage gains of 3% in 2015, which is the fastest gain in real wages since 1990. Montana’s 
unemployment rate (4%) has continued to remain lower than the national rate. Montana added roughly 9.2 thousand 
jobs in 2015, for a growth rate of 2%. A more in-depth analysis of the State’s overall financial position can be found 
in the transmittal letter of this report. 


The 64th Legislative Session adjourned in late April 2015. Upon adjournment, it was anticipated that 2017 biennium 
general fund revenue collections would be approximately $4.6 billion while general fund expenditures would be 
approximately $4.7 billion. At the end of fiscal year 2017, the estimated general fund balance would be 
approximately $315 million. 


The 2017 biennium budget seeks to leave sufficient reserves in fund balance and achieve structural balance for the 
general fund budget. 


The following are the major financial highlights of the 2017 biennium budget: 


1. Governor Bullock proposed, and the 2015 Legislature adopted, legislation to fund a Montana-made 
solution to Medicaid Expansion under the provisions of the Affordable Care Act (ACA). Montana’s 
expansion model will contract with a third party administrator to manage and secure a healthcare network 
to provide health services to eligible Montana citizens. Medicaid expansion in Montana was approved by 
the Centers for Medicare and Medicaid Services and was implemented effective January 1, 2016. Federal 
funding will finance the majority of the expansion effort for the entirety of the 2017 biennium. 


2. Governor Bullock proposed, and the 2015 Legislature funded, a 2% rate increase per year for most private 
and community-based providers of health care and corrections-based services on behalf of the State of 
Montana. 


3. Governor Bullock negotiated with the Montana University System, and the Montana Legislature passed, 
funding to secure a tuition freeze for Montana resident students attending institutions of higher education in 
Montana. Additionally, the Montana University System received a one-time-only appropriation of $15 
million to serve as funds to leverage university-based research into strategic investments for Montana’s 
economy. 


4. The 2015 Legislature passed Senate Bill (SB) 157, which changes the reappraisal of class 3 and class 4 
property from a six-year reappraisal cycle to a two-year reappraisal cycle. 


5. The Governor proposed, and the 2015 Legislature passed SB 262, which ratifies water rights between the 
state and the Confederated Salish and Kootenai Tribes of the Flathead Reservation. If ratified by the US 
Congress, the State contribution is estimated to be $55 million, payable over several fiscal years. 


6. The Governor proposed, and the 2015 Legislature funded, a one-time-only appropriation for a sage grouse 
conservation fund at $10 million for the 2017 biennium that was a major consideration in preventing listing 
on the endangered species list. 


7. The 2017 biennium present law budget generally funds existing core services (i.e. health and human 
services, corrections, and education) at estimated caseload, population, and enrollment levels. 


The Montana Constitution, Article VII, Section 15 states that public retirement systems shall be funded on an 
actuarially sound basis. Public pension plans are considered actuarially sound if the unfunded accrued actuarial 
liability amortization period is less than 30 years. As of June 30, 2016, the Sheriffs’ Retirement System (SRS), the 
Game Warden & Peace Officers’ Retirement System (GWPORS), and the Public Employees’ Retirement System- 
Defined Contribution Retirement Plan Disability Other Post Employment Benefit (PERS-DCRP Disability) plans 
were not in compliance and do not amortize. The unfunded liabilities in the other state retirement systems amortize 
in less than 30 years as of fiscal year-end 2016. 


The actuarial condition of these retirement plans is disclosed in greater detail in Note 6 of the financial statements. 
The unfunded actuarial liability of these plans is long-term in nature and does not translate into an inability of the 
plans to meet their current obligations in the near future. 


REQUESTS FOR INFORMATION 


This financial report is designed to provide a general overview of the State of Montana’s finances for all of Montana’s 
citizens, taxpayers, customers, investors, and creditors. The financial report seeks to demonstrate the State’s 
accountability for the money it receives. Questions concerning any of the information provided in this report or 
requests for additional information should be addressed to the State of Montana, State Accounting Bureau, Room 255 
Mitchell Building, PO Box 200102, Helena, MT 59620. 
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STATEMENT OF NET POSITION 
JUNE 30, 2016 
(amounts expressed in thousands) 


PRIMARY GOVERNMENT 


GOVERNMENTAL BUSINESS-TYPE COMPONENT 
ACTIVITIES ACTIVITIES TOTAL UNITS 
ASSETS 
Cash/cash equivalents (Note 3) $ 1,304,031 377,056 1,681,087 446,175 
Receivables (net) (Note 4) 381,959 43,095 425,054 219,269 
Due from primary government - - - 1,799 
Due from other governments 316,775 161 316,936 24,255 
Due from component units 2,286 2,117 4,403 283 
Internal balances 845 (845) - - 
Inventories 27,947 5,254 33,201 5,444 
Advances to component units 16,839 14,701 31,540 - 
Long-term loans/notes receivable 449,413 41,283 490,696 483,309 
Equity in pooled investments (Note 3) 2,286,572 3,074 2,289,646 48,635 
Investments (Note 3) 302,033 33,876 335,909 2,002,824 
Securities lending collateral (Note 3) 39,212 3,947 43,159 29,520 
Net pension asset (Note 6) 33,961 - 33,961 - 
Other assets 10,513 1,621 12,134 87,877 
Depreciable capital assets and infrastructure, net (Note 5) 3,895,959 8,180 3,904,139 698,282 
Land and nondepreciable capital assets (Note 5) 1,857,662 8,183 1,865,845 149,018 
Total assets 10,926,007 541,703 11,467,710 4,196,690 
DEFERRED OUTFLOWS OF RESOURCES (Note 4) 201,784 1,481 203,265 50,171 
LIABILITIES 
Accounts payable (Note 4) 612,686 24,364 637,050 120,245 
Lottery prizes payable - 3,539 3,539 - 
Due to primary government - - - 4,403 
Due to other governments 22,516 81 22,597 30 
Due to component units 1,799 - 1,799 283 
Due to pension trust funds 31,131 - 31,131 - 
Advances from primary government - - - 31,540 
Unearned revenue 37,742 2,347 40,089 101,484 
Amounts held in custody for others 34,533 53 34,586 12,597 
Securities lending liability (Note 3) 39,212 3,947 43,159 29,520 
Other liabilities 3,750 - 3,750 22,835 
Short-term debt (Note 11) - 97,340 97,340 - 
Long-term liabilities (Note 11): 
Due within one year 154,387 13,932 168,319 189,470 
Due in more than one year 496,817 9,107 505,924 1,646,269 
Net pension liability (Note 6) 1,558,463 10,750 1,569,213 178,700 
OPEB implicit rate subsidy (Note 7) 262,741 4,651 267,392 114,894 
Total liabilities 3,255,777 170,111 3,425,888 2,452,270 
DEFERRED INFLOWS OF RESOURCES (Note 4) 144,983 1,100 146,083 15,610 
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PRIMARY GOVERNMENT 


GOVERNMENTAL BUSINESS-TYPE COMPONENT 
ACTIVITIES ACTIVITIES TOTAL UNITS 

NET POSITION 
Net investment in capital assets $ 5,616,889 15,760 $ 5,632,649 569,638 

Restricted for: 
General government 5,253 - 5,253 - 
Transportation 14,568 - 14,568 - 
Natural resources 472,921 - 472,921 - 
Public safety 235,102 - 235,102 - 
Education 8,996 - 8,996 - 

Funds held as permanent investments: 

Nonexpendable 1,550,039 - 1,550,039 339,213 
Expendable 603,790 - 603,790 - 
Unemployment compensation - 298,177 298,177 - 
Montana Board of Housing - - - 153,868 
Other purposes - 49,641 49,641 224,782 
Unrestricted (780,527) 8,395 (772,132) 491,480 
Total net position $ 7,727,031 371,973 $ 8,099,004 1,778,981 


The notes to the financial statements are an integral part of this statement. 
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STATEMENT OF ACTIVITIES 


FOR THE FISCAL YEAR ENDED JUNE 30, 2016 
(amounts expressed in thousands) 


FUNCTIONS/PROGRAMS 
Primary government: 
Governmental activities: 
General government 
Public safety 
Transportation 
Health and human services 
Education 
Natural resources 
Interest on long-term debt 


Total governmental activities 


Business-type activities: 
Unemployment Insurance 
Liquor Stores 
State Lottery 
Economic Development Bonds 
Hail Insurance 
Other Service 
Prison Funds 
MUS* Group Insurance 
MUS* Workers Compensation 


Total business-type activities 


Total primary government 


Component units: 
Montana Board of Housing 
Facility Finance Authority 
Montana State Fund 
Montana State University 
University of Montana 


Total component units 


$ 


$ 


EXPENSES 


696,984 
420,532 
464,092 
2,174,506 
1,324,299 
295,332 
9,373 


5,385,118 


119,088 
81,556 
47,202 

1,198 
817 
71,343 
9,099 
87,535 
2,430 


420,268 
5,805,386 


22,858 
392 
124,110 
542,254 
438,684 


1,128,298 


$ 


$ 


CHARGES 
FOR 
SERVICES 


145,725 
160,783 
30,321 
42,376 
30,205 
168,269 


577,679 


121,740 
93,958 
59,717 

34 
1,103 
25,342 
8,499 
83,136 
4,264 


397,793 
975,472 


983 

610 
88,495 
255,376 
184,052 


529,516 


PROGRAM REVENUES 


OPERATING 
GRANTS 
AND 
CONTRIBUTIONS 


$ 148,232 
27,607 

54,099 

1,531,458 

182,438 

149,983 


2,093,817 


13,529 


10 
1,194 
7 
41,079 


608 

138 

56,565 

$ 2,150,382 


$ 24,010 
55 


209,616 
139,625 


$ 373,306 


CAPITAL 
GRANTS 
AND 
CONTRIBUTIONS 


$ 332 
14 
430,314 


441 
25,487 


456,588 


857 


857 
$ 457,445 


4,710 
20,855 


$ 25,565 


$ 


NET 
(EXPENSE) 
REVENUE 


(402,695 
(232,128 
50,642 
(600,672 
(1,111,215 
48,407 
(9,373 


(2,257,034 


16,181 
12,402 
12,525 
30 

293 
(4,065) 
(600) 
(3,791) 
1,972 


34,947 
(2,222,087) 


2,135 

273 
(35,615) 
(72,552) 
(94,152) 


(199,911) 


Changes in net position: 
Net (expense) revenue 
General revenues: 

Taxes: 
Property 
Fuel 
Natural resource 
Individual income 
Corporate income 
Other (Note 1) 

Unrestricted grants and contributions 

Settlements 

Unrestricted investment earnings 

Transfers from primary government 


Gain (loss) on sale of capital assets 
Miscellaneous 

Contributions to term and permanent endowments 

Transfers between primary government 

Total general revenues, contributions, and transfers 

Change in net position 

Total net position - July 1 - as previously reported 

Adjustments to beginning net position (Note 2) 

Total net position - July 1 - as adjusted 

Total net position - June 30 


* Montana University System 


GOVERNMENTAL 
ACTIVITIES 


$ (2,257,034) 


276,367 
225,419 
163,707 
1,173,281 
117,758 
361,901 
15,321 
29,379 
92,404 


3,014 
6,598 


257,928 

7,454,518 

14,585 

7,469,103 

$ 7,727,031 


The notes to the financial statements are an integral part of this statement. 


PRIMARY GOVERNMENT 


BUSINESS-TYPE 
ACTIVITIES 


$ 34,947 


(49,813) 
(20,034) 
14,913 
356,276 
784 
357,060 


$ 371,973 


TOTAL 


(2,222,087) 


276,367 
225,419 
163,707 
1,173,281 
117,758 
388,979 
17,173 
29,379 
92,421 


3,332 
7,112 


2,494,928 
272,841 
7,810,794 
15,369 
7,826,163 
8,099,004 


$ 


$ 


COMPONENT 
UNITS 


(199,911) 


81 


11,281 
239,305 
86 

934 
22,981 


274,668 
74,757 
1,704,224 


1,704,224 
1,778,981 
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BALANCE SHEET 


GOVERNMENTAL FUNDS 
JUNE 30, 2016 


(amounts expressed in thousands) 


ASSETS 


Cash/cash equivalents (Note 3) 
Receivables (net) 

Interfund loans receivable (Note 12) 
Due from other governments 

Due from other funds (Note 12) 

Due from component units 
Inventories 

Equity in pooled investments (Note 3) 
Long-term loans/notes receivable 


Advances to other funds (Note 12) 
Advances to component units 


Investments (Note 3) 
Securities lending collateral (Note 3) 
Other assets 


Total assets 


LIABILITIES, DEFERRED INFLOWS OF RESOURCES, 


AND FUND BALANCES 
Liabilities: 

Accounts payable 

Interfund loans payable (Note 12) 

Due to other governments 

Due to other funds (Note 12) 

Due to component units 

Advances from other funds (Note 12) 

Unearned revenue 

Amounts held in custody for others 

Securities lending liability (Note 3) 

Other liabilities 


Total liabilities 


DEFERRED INFLOWS OF RESOURCES 


Fund balances (Note 14): 
Nonspendable 
Restricted 
Committed 
Assigned 
Unassigned 


Total fund balances 


Total liabilities, deferred inflows of resources, 


and fund balances 


The notes to the financial statements are an integral part of this statement. 


GENERAL 


322,388 
244,519 
86,668 
12,038 
21,304 
32 
3,319 


15,602 


2,211 
708,722 


251,763 


77 


307,829 


129,583 


4,499 


140,333 
126,478 


271,310 


708,722 


SPECIAL REVENUE 
STATE FEDERAL 

669,394 68,728 
82,009 31,784 
65,655 - 
619 304,107 
9,151 48 
1,014 80 
21,066 - 
367,106 - 
421,575 5,162 
25,264 - 
8,935 - 
99,558 3,881 
15,007 231 
6,279 278 
1,792,632 414,299 
119,400 215,833 
0,854 139,601 
20,536 1,902 
9,866 381 
290 1,267 
1,940 19,483 
32,440 6,321 
3,644 15 
5,007 231 
537 - 
234,514 385,034 
4,103 20,307 
22,069 190 
990,300 8,768 
539,843 ul 
1,803 - 
1,554,015 8,958 
1,792,632 414,299 


PERMANENT 


COAL 
SEVERANCE 
TAX 


100 
877,047 


1,375 
7,905 
139,311 
10,625 


1,112,874 


1,581 


527,020 


573,585 


1,100,605 


1,112,874 


LAND 
GRANT 


6,322 
1,797 


702,476 


8,310 


718,905 


710,451 


710,451 


718,905 


NONMAJOR 


83,098 
6,711 


1,966 
1,060 
339,944 
22,670 
10,578 
5,821 
4,211 
27 


476,086 


435 


310,745 
31,830 
104,146 
7,051 


453,772 


476,086 


TOTAL 


1,213,230 
378,819 
153,530 
316,764 

32,474 
2,286 
24,385 

2,286,573 

449,409 
37,856 
16,840 

264,173 
38,384 

8,795 


5,223,518 


591,474 
152,329 
22,515 
11,252 
32,932 
43,474 
42,550 
34,531 
38,384 
538 


969,979 


154,428 


1,574,974 
1,030,898 
1,217,574 
149,187 
126,478 


4,099,111 


5,223,518 
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RECONCILIATION OF THE BALANCE SHEET 
GOVERNMENTAL FUNDS TO THE STATEMENT OF NET POSITION 


JUNE 30, 2016 
(amounts expressed in thousands) 


ASSETS 

Cash and cash equivalent 
Receivables 

Interfund loans receivable 
Due from other governments 
Due from other funds 

Due from component units 
Inventories 

Internal balances 

Equity in pooled investments 
Securities lending collateral 
Advances to other funds 
Advances to component units 
Investments 


Depreciable capital assets and infrastructure, net 


Land and nondepreciable capital assets 
Long-term loans/notes receivable 
Net pension asset 
Other assets 
Total assets 


DEFERRED OUTFLOWS OF RESOURCES 


LIABILITIES 

Current liabilities: 
Accounts payable 
Interfund loans payable 
Due to other government 
Due to other funds 
Due to component units 
Due to pension trust funds 
Advances from other funds 
Unearned revenue 
Amounts held in custody for others 
Securities lending liability 
Other current liabilities 

Long-term liabilities: 
Due within one year 
Due in more than one year 
Net pension liability 
OPEB implicit rate subsidy 

Total liabilities 


DEFERRED INFLOWS OF RESOURCES 


NET POSITION: 


Net investment in capital assets 
Restricted for: 
General government 
Transportation 
Health and human services 
Natural resources 
Public safety 
Education 
Funds held as permanent investments: 
Nonexpendable 
Expendable 
Unrestricted 
Total net position 


The notes to the financial statements are an integral part of this statement. 


(A) (B) (c) (D) (E) 

Governmental Internal Capital Long-term Other Internal Statement of 
Funds Service Asset Liability Measurement Balances Net Position 
Total Fund Related Related Focus Related Total 

1,213,230 $ 90,801 $ $ -$ -$ -$ 1,304,031 
378,817 3,011 - 131 - 381,960 
153,531 - - (153,531) - 
316,763 12 - 316,775 

32,472 51 - (32,523) - 
2,286 - - 2,286 
24,385 3,563 - 27,947 

- - - - - 845 845 
2,286,572 - - - - 2,286,572 
38,384 828 - - - 39,212 
37,856 80 - - - (37,936) - 
16,839 - - - - - 16,839 
264,173 37,859 - - 302,033 
93,054 3,802,904 - - 3,895,958 

- 11,422 1,846,240 - - 1,857,662 
449,413 - - - - 449,413 

- - - - 33,961 - 33,961 

8,795 1,718 - - - - 10,513 
5,223,516 $ 242,399 $ 5,649,144 $ -$ 34,092 $ (223,145) $ 10,926,007 
- 5,159 - 196,625 - - 201,784 

591,474 17,669 - - 3,543 - 612,686 
152,330 - - - (152,330) - 
22,516 - - - - 22,516 
11,250 1,397 - - 579 (13,226) - 
32,931 - - - - (31,131) 1,800 

- - - - 31,131 31,131 

43,474 5,265 - 8,850 (57,589) - 
42,549 1,678 - (6,485) 37,743 
34,532 a - - 34,533 
38,384 828 - - - 39,212 
538 - - - 3,215 - 3,753 

- 28,159 - 126,228 - - 154,387 

- 17,718 - 479,098 - - 496,816 

- 45,411 - 1,513,051 - - 1,558,462 

- 14,794 - 247,948 - - 262,742 
969,978 $ 132,920 $ -$ 2,366,325 $ 9,702 $ (223,145) $ 3,255,781 
154,428 4,108 - (13,365) (189) - 144,982 

- 95,446 5,649,144 (127,702) - 5,616,889 

6,338 - (2,512) 1,426 - 5,253 
41,892 - (27,129) (195) - 14,568 
21,373 - (7,330) (14,042) - - 
710,010 - (255,334) 18,245 - 472,921 
236,139 - (24,593) 23,556 - 235,102 
15,146 - (2,312) (3,838) - 8,996 
1,548,689 - - 1,350 - 1,550,039 
- - - 603,790 - 603,790 
1,519,524 15,086 - (1,709,426) (605,712) - (780,527) 
4,099,111 $ 110,532 $ 5,649,144 $ (2,156,338) $ 24,580 $ -$ 7,727,031 


Differences between the Balance Sheet-Governmental Funds and the Statement of 
Net Position Governmental Activities 


(A) Internal Services Fund: Management uses Internal Services funds (ISF) to report the charges for goods and 


(B) 


(C) 


services sold both by and to state agencies, as well as the related costs of providing these goods and 
services. Since the sales are made primarily to Governmental Funds, the assets, deferred outflows of 
resources, liabilities, deferred inflows of resources, and the net position of the ISF are included in the 
Governmental Activities on Statement of Net Position. 


Capital Asset Related: Capital assets used in governmental activities are not financial resources, and 
therefore, they are not reported on the Balance Sheet-Governmental Funds. However, capital assets are 
economic resources and are reported on the Statement of Net Position. 


Long-term Liability Related, examples: Net pension liability, OPEB implicit rate subsidy, bonds, notes, 
leases, mortgages, and certificate of participation (including accrued interest) are not due and payable in the 
current period; therefore, they are not reported on the Balance Sheet-Governmental Funds. From an 
economic perspective however, these liabilities reduce net position and are reported on the Statement of 
Net Position. The portion reported as current in the reconciliation is payable within the following fiscal 
year. 


(D) Other Measurement Focus, examples: Long-term assets and long-term taxes receivable are not available to 


(E) 


pay for current period expenditures; therefore, the related revenue is reported as unavailable revenue within 
the deferred inflows of resources on the Balance Sheet-Governmental Funds. From an economic 
perspective, this revenue is earned and available and the related unavailable revenue is removed from the 
Statement of Net Position when the revenue is recognized on the Statement of Activities. 


Internal Balances Related: Interfund activities such as interfund loan receivable/payables, due from/due to 
and advances to/from other fund balances shown on the Balance Sheet-Governmental Funds are reported 
as internal balances on the Statement of Net Position. In order to minimize the “grossing up” effect on 
assets and liabilities within the same government, balances in these accounts are eliminated from the 
Statement of Net Position. 
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STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES 
GOVERNMENTAL FUNDS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2016 

(amounts expressed in thousands) 


GENERAL 
REVENUES (Note 14) 
Licenses/permits $ 125,357 
Taxes: 
Natural resource 65,218 
Individual income 1,170,799 
Corporate income 119,539 
Property 258,864 
Fuel : 
Other 229,026 
Charges for services/fines/forfeits/settlements 38,370 
Investment earnings 5,703 
Securities lending income 32 
Sale of documents/merchandise/property 360 
Rentals/leases/royalties 43 
Contributions/premiums 1,736 
Grants/contracts/donations 7,388 
Federal 16,126 
Federal indirect cost recoveries 216 
Other revenues 1,102 
Total revenues 2,039,879 
EXPENDITURES 
Current: 
General government 343,252 
Public safety 316,079 
Transportation - 
Health and human services 485,714 
Education 1,036,830 
Natural resources 35,008 
Debt service: 
Principal retirement 48 
Interest/fiscal charges 193 
Capital outlay 9,085 
Securities lending 16 
Total expenditures 2,226,225 
Excess of revenue over (under) expenditures (186,346) 
OTHER FINANCING SOURCES (USES) 
Inception of lease/installment contract 97 
Insurance proceeds 
General capital asset sale proceeds 130 
Refunding bond issued 
Payment to refunding bond escrow agent 
Bond premium 
Energy conservation loans - 
Transfers in (Note 12) 78,554 
Transfers out (Note 12) (91,208) 
Total other financing sources (uses) (12,427) 
Net change in fund balances (198,773) 
Fund balances - July 1 - as previously reported 471,334 
Adjustments to beginning fund balances (Note 2) (446) 
Fund balances - July 1 - as adjusted 470,888 
Increase (decrease) in inventories (805) 
Fund balances - June 30 $ 271,310 


The notes to the financial statements are an integral part of this statement. 


SPECIAL REVENUE 


STATE FEDERAL 
194,999 $ 


60,004 


17,503 
225,841 
130,695 

98,501 

31,117 

149 
6,428 
1,199 

24,880 

23,832 

5,916 
43,898 
3,946 


868,908 


180,692 
91,725 
220,925 
167,489 
81,902 
205,248 


616 
695 
62,803 
54 


1,012,149 
(143,241) 


256 
106 

670 
22,540 
(25,557) 
3,256 
677 
178,032 
(33,991) 


145,989 


2,748 
1,550,395 
(686) 
1,549,709 
1,558 


1,554,015 $ 


8 
2,282,352 
69,042 
921 


2,388,206 


98,097 
11,259 
99,009 
1,523,553 
207,098 
62,474 


21 

6 
364,304 
1 


2,365,822 


22,384 


15 


18 


5,173 
(30,032) 


(24,826) 


(2,442) 
11,174 

226 
11,400 


8,958 


PERMANENT 


COAL 
SEVERANCE 
TAX 


89,934 


(24,105) 
(24,096) 


65,770 
1,034,853 

(18) 
1,034,835 


1,100,605 


LAND 
GRANT 


115,269 


6,785 
108,484 


6 
(68,372) 


(65,763) 


42,721 
667,730 


667,730 


710,451 


NONMAJOR 


61,474 
(26,498) 


34,985 


30 
451,994 
1,748 
453,742 


453,772 


TOTAL 
321,882 


162,958 
1,170,799 
119,539 
276,367 
225,841 
361,520 
185,113 
171,979 
665 
19,963 
60,743 
26,616 
31,237 
2,304,394 
113,156 
5,971 


5,558,743 


624,157 
419,813 
319,934 
2,177,901 
1,325,929 
306,471 


39,631 
10,507 
477,990 
218 


5,702,551 
(143,808) 


368 
106 
3,430 
22,540 
(25,557) 
3,256 
677 
323,248 
(274,206) 


53,862 


(89,946) 
4,187,480 
824 
4,188,304 
753 


4,099,111 
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RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES 


GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES 


FOR THE FISCAL YEAR ENDED JUNE 30, 2016 


(amounts expressed in thousands) 


REVENUES 
License/permits 
Taxes: 
Natural resource 
Individual income 
Corporate income 


Other 
Charges for services/fines/forfeits/settlements 
Investment earnings 
Securities lending income 
Sale of documents/merchandise/property 
Rentals/leases/royalties 
Contributions/premiums 
Insurance proceeds 
Gain (loss) on sale of capital assets 
Operating grants and donations 
Federal 
Federal indirect cost recoveries 
Capital grants and contributions 
Other revenues 

Total revenues 


EXPENDITURES 
Current 
Debt service: 
Principal 
Interest/fiscal charges 
Capital outlay 
Securities lending 
Total expenditures 
Excess of revenue over (under) expenditures 


OTHER FINANCING SOURCES (USES) 
Inception of lease/installment contract 
General capital asset sale proceeds 
Refunding bonds issued 

Payment to refunding bond escrow agent 
Bond premium 

Energy conservation loans 

Transfers 


Total other financing sources (uses) 


Net change in net position 


(A) (B) (C) (D) 
Governmental Internal Capital Long-term Other Statement of 
Funds Service Asset Liability Measurement Activities 
Total Fund Related Related Focus Total 
321,882 $ -$ -$ -$ 55 $ 321,937 
162,959 748 163,707 
1,170,799 2,482 1,173,281 
119,539 (1,781 117,758 
276,367 - 276,367 
225,841 (422 225,419 
361,520 379 361,899 
185,112 (7,417 177,695 
171,980 903 (80,479) 92,404 

666 (666) - 
19,963 19,963 
60,743 60,743 
26,615 26,616 

106 - - : 106 

7 - 3,014 : : 3,014 

31,236 1,128 : - 103,062 135,426 

2,304,394 : - - (443,839) 1,860,555 

113,157 : : : : 113,157 

- : - : 456,588 456,588 

5,969 - : 627 6,596 

5,558,848 2,031 3,014 29,338 5,593,231 

5,174,203 (16,004) 194,975 22,572 5,375,746 

39,631 (39,631) - 

10,507 194 : (1,328 9,373 
477,991 (477,991) - : 

219 : : : (219) : 
5,702,551 (15,810) (283,016) (40,959) 22,353 5,385,119 
(143,703) 17,841 286,030 40,959 6,985 208,112 

367 : (367 

3,430 (82) (3,348) - 
22,540 - - (22,540) 
(25,557) 25,557 
3,256 (3,256) 

677 - - (677 - 
49,043 1,570 (801) 49,812 
53,756 1,488 (4,149) (1,283) 49,812 

(89,947) $ 19,329 $ 281,881 $ 39,676 $ 6,985 $ 257,924 


The notes to the financial statements are an integral part of this statement. 


Differences between the Statement of Revenues, Expenditures, and Changes in Fund Balances - 


Governmental Funds and the Statement of Activities Governmental Activities 


(A) Internal Service Fund: Management uses the Internal Services funds (ISF) to report charges for goods and 
services sold both by and to state agencies, as well as the related costs of providing these goods and 
services. ISF are intended to operate on the cost reimbursement basis and should break even each period. 
Since the revenue is primarily the cost of services purchased from ISF, operating net revenue/expense of 
each ISF is allocated to the programs that purchased the services. Nonoperating revenue/expense, such as 
gain/loss of sale of capital assets, capital contributions, and transfers of the ISF are not allocated to the 
programs, but are reported as general revenues. 


(B) Capital Asset Related, reconciling examples: 


Capital assets, received as donations, are not reported on the Statement of Revenues, Expenditures, and 
Changes in Fund Balances—Governmental Funds as they are not current financial resources. However, 
such donations increase net position and are reported on both the Statement of Net Position and 
Statement of Activities. 

Depreciation is not reported on the Statement of Revenues, Expenditures, and Changes in Fund 
Balances-Governmental Funds, but it is reported for the economic perspective on which the Statement 
of Activities is presented. 

Expenditures reported for capital outlay on the Statement of Revenues, Expenditures and changes in 
Fund Balances-Governmental Funds are generally reported as a conversion of cash to a capital asset on 
the Statement of Net Position. They are not reported as expenses on the Statement of Activities. 

On the Statement of Revenues, Expenditures, and Changes in Fund Balance-Governmental Funds all 
cash received on disposal of capital assets is reported as a gain on sale of capital assets. On the 
Statement of Activities the reported gain or loss on sale is based on the carrying value of the assets as 
well as the cash received. 


(C) Long-term Liability Related, reconciling examples: 


Payments on principal and debt refunding payments are reported as expenditures and other financing 
uses, respectively, on the Statement of Revenues, Expenditures, and Changes in Fund Balances— 
Governmental Funds. These payments are reported as reduction of lease, bonds and other debt liability 
balances on the Statement of Net Position and are not reported on the Statement of Activities. 
Amortization of debt premium/discount and gain/loss on refunding debts are not reported on the 
Statement of Revenues, Expenditures, and Changes in Fund Balances-Governmental Funds, but are 
reported on the Statement of Activities. 

Lease proceeds, issuance of debt, and debt refunding proceeds are reported as other financing sources 
at the Statement of Revenues, Expenditures, and Changes in Fund Balances-Governmental Funds. 
From an economic perspective lease proceeds, debt issuances, and debt refunding proceeds reported as 
liabilities on the Statement of Net Position and are not reported on the Statement of Activities. 


(D) Other Measurement Focus, reconciling examples: 


Long-term taxes receivable and certain other long-term assets are offset by unavailable revenue and are 
not part of fund balance on the Balance Sheet-Governmental Funds; however, from a full accrual 
perspective, changes in the unavailable revenue balances result in adjustments to revenue that are 
recognized and reported on the Statement of Activities. 

Expenditures that primarily benefit the present period are classified as current expenditures. On the 
Statement of Revenues, Expenditures, and Changes in Fund Balances-Governmental Funds, capital 
outlays are included as part of the current expenditures for each functional activity within that fund. 
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STATEMENT OF FUND NET POSITION 
PROPRIETARY FUNDS 

JUNE 30, 2016 

(amounts expressed in thousands) 


ASSETS 

Current assets: 
Cash/cash equivalents (Note 3) 
Receivables (net) 
Interfund loans receivable (Note 12) 
Due from other governments 
Due from other funds (Note 12) 
Due from component units 
Inventories 
Short-term investments (Note 3) 
Securities lending collateral (Note 3) 
Other current assets 


Total current assets 


Noncurrent assets: 
Advances to other funds (Note 12) 
Advances to component units 
Long-term investments (Note 3) 
Long-term notes/loans receivable 
Other long-term assets 
Capital assets (Note 5): 
Land 
Land improvements 
Buildings/improvements 
Equipment 
Infrastructure 
Construction work in progress 
Intangible assets 
Other capital assets 
Less accumulated depreciation 


Total capital assets 
Total noncurrent assets 


Total assets 


DEFERRED OUTFLOWS OF RESOURCES 


BUSINESS-TYPE ACTIVITIES - ENTERPRISE FUNDS 


ECONOMIC 
UNEMPLOYMENT DEVELOPMENT 
INSURANCE BONDS 
$ 296,165 $ 13,887 
3,680 11,160 
33 
2,425 
2,117 
4,407 
299,878 33,996 
10,883 
14,701 
- 4,993 
1,412 39,778 
4 
(2) 
2 
1,412 70,357 
301,290 104,353 
36 


NONMAJOR 


67,004 $ 
28,255 
6 
128 


5,254 


3,947 
143 


104,737 


27,550 
93 
1,478 


800 
3,830 
7,594 
9,534 
1,170 
3,090 

316 
4,293 
(14,266) 


16,361 
45,482 
150,219 


1,445 


TOTAL 


377,056 
43,095 
6 

161 
2,425 
2,117 
5,254 
4,407 
3,947 
143 


438,611 


10,883 
14,701 
32,543 
41,283 

1,478 


800 
3,830 
7,594 
9,538 
1,170 
3,090 

316 
4,293 
(14,268) 


16,363 
117,251 
555,862 


1,481 


GOVERNMENTAL 
ACTIVITIES - 
INTERNAL 


SERVICE 
FUNDS 


80 


37,859 


236 

95 
4,398 
227,272 


11,186 
2,227 


(140,938) 
104,476 
142,415 
242,400 


5,159 
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STATEMENT OF FUND NET POSITION 
PROPRIETARY FUNDS 

JUNE 30, 2016 

(amounts expressed in thousands) 


GOVERNMENTAL 
BUSINESS-TYPE ACTIVITIES - ENTERPRISE FUNDS ACTIVITIES - 
ECONOMIC INTERNAL 
UNEMPLOYMENT DEVELOPMENT SERVICE 
INSURANCE BONDS NONMAJOR TOTAL FUNDS 
LIABILITIES 
Current liabilities: 
Accounts payable $ 3,113 $ 191 $ 21,060 $ 24,364 $ 17,668 
Lottery prizes payable - - 2,522 2522 
Interfund loans payable (Note 12) - 1,207 - 1,207 
Due to other governments - - 81 81 - 
Due to other funds (Note 12) - 1 12,871 12,872 1,397 
Unearned revenue - - 2,347 2,347 1,678 
Lease/installment purchase payable (Note 10) - - 186 186 801 
Short-term debt (Note 11) - 97,340 - 97,340 - 
Bonds/notes payable - net (Note 11) - - - - 1,270 
Amounts held in custody for others - - 53 bg 1 
Securities lending liability (Note 3) - - 3,947 3,947 828 
Estimated insurance claims (Note 8) - - 12,776 12,776 22,213 
Compensated absences payable (Note 11) - ao 935 970 3,874 
Total current liabilities 3,113 98,774 56,778 158,665 49,730 
Noncurrent liabilities: 
Lottery prizes payable - - 1,017 1,017 - 
Advances from other funds (Note 12) - - 80 80 5,265 
Lease/installment purchase payable (Note 10) - - 414 414 1,572 
Bonds/notes payable - net (Note 11) - - 1,799 
Estimated insurance claims (Note 8) - - 7,571 7,571 11,104 
Compensated absences payable (Note 11) - 25 1,080 1,105 3,244 
Arbitrage rebate tax payable (Note 11) - 17 - Tz - 
Net pension liability (Note 6) - 292 10,458 10,750 45,411 
OPEB implicit rate subsidy (Note 7) - 79 4,572 4,651 14,794 
Total noncurrent liabilities - 413 25,192 25,605 83,189 
Total liabilities 3,113 99,187 81,970 184,270 132,919 
DEFERRED INFLOWS OF RESOURCES : 25 1,075 1,100 4,108 
NET POSITION 
Net investment in capital assets - 2 15,758 15,760 95,446 
Restricted for: 
Unemployment compensation 298,177 - - 298,177 
Other purposes - 1,051 48,590 49,641 - 
Unrestricted - 4,124 4,271 8,395 15,086 
Total net position $ 298,177. $ 5,177 $ 68,619 $ 371,973 $ 110,532 


The notes to the financial statements are an integral part of this statement. 
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STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN FUND NET POSITION 


PROPRIETARY FUNDS 
FOR THE FISCAL YEAR ENDED JUNE 30, 2016 
(amounts expressed in thousands) 


Operating revenues: 
Charges for services 
Investment earnings 
Securities lending income 
Financing income 
Contributions/premiums 
Grants/contracts/donations 
Other operating revenues 

Total operating revenues 


Operating expenses: 
Personal services 
Contractual services 
Supplies/materials 
Benefits/claims 
Depreciation 
Amortization 
Utilities/rent 
Communications 
Travel 
Repairs/maintenance 
Grants 
Lottery prize payments 
Securities lending expense 
Arbitrage rebate tax 
Interest expense 
Other operating expenses 

Total operating expenses 


Operating income (loss) 


Nonoperating revenues (expenses): 
Tax revenues 
Non-employer pension revenue 
Insurance proceeds 
Gain (loss) on sale of capital assets 
Federal indirect cost recoveries 
Increase (decrease) value of livestock 
Total nonoperating revenues (expenses) 


Income (loss) before contributions and transfers 


Capital contributions 
Transfers in (Note 12) 
Transfers out (Note 12) 
Change in net position 
Total net position - July 1 - as previously reported 
Adjustments to beginning net position (Note 2) 
Total net position - July 1 - as adjusted 
Total net position - June 30 


BUSINESS-TYPE ACTIVITIES - ENTERPRISE FUNDS 


ECONOMIC 
UNEMPLOYMENT DEVELOPMENT 
INSURANCE BONDS NONMAJOR 

$ 40 $ 34 $ 173,103 
6,813 109 807 
: 13 
- 1,085 - 
121,701 102,395 
6,716 42,633 
: - 1,035 
135,270 1,228 319,986 
365 16,655 
32 22,489 
- 9 82,947 
118,715 37 135,088 
1 986 
102 
49 1,363 
6 1,303 
4 342 
932 
33,678 
5 

17 
620 42 
373 58 2,755 
119,088 1,198 298,687 
16,182 30 21,299 
27,078 
7 249 
(66) 
(911) 
: 7 26,350 
16,182 37 47,649 
1,858 
645 
(51,458) 
16,182 37 (1,306) 
282,274 5,140 68,862 
(279) : 1,063 
281,995 5,140 69,925 
$ 298,177 $ 5177 $ 68,619 


The notes to the financial statements are in integral part of this statement. 


$ 


TOTAL 


173,177 
7,729 
13 
1,085 
224,096 
49,349 
1,035 
456,484 


17,020 
22,521 
82,956 
253,840 
987 


662 
3,186 
418,973 


37,511 


27,078 
256 
(66) 

(911) 

26,357 

63,868 


1,858 
645 
(51,458) 
14,913 
356,276 
784 
357,060 
371,973 


GOVERNMENTAL 
ACTIVITIES - 
INTERNAL 
SERVICE 
FUNDS 


$ 151,727 
898 
8 


178,448 
1,425 
3,256 

335,762 


58,266 
35,967 
22,824 
151,881 
10,762 
1,074 
8,421 
13,157 
547 
15,254 
345 


194 
9,655 
328,351 


7,411 


1,128 
316 
(82) 

8,985 


10,347 
17,758 


1,259 

2,072 

(1,760) 

19,329 

91,096 

107 

91,203 

$ 110,532 
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STATEMENT OF CASH FLOWS 
PROPRIETARY FUNDS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2016 
(amounts expressed in thousands) 


CASH FLOWS FROM OPERATING ACTIVITIES 
Receipt from sales and service 
Payments to suppliers for goods and services 
Payments to employees 
Grant receipts (expenses) 
Cash payments for claims 
Cash payments for prizes 
Other operating revenues 
Other operating payments 
Net cash provided by (used for) 
Operating activities 


CASH FLOWS FROM NONCAPITAL 
FINANCING ACTIVITIES 


Collection of taxes 
Transfer to other funds 
Transfer from other funds 
Proceeds from interfund loans/advances 
Payment of interfund loans and advances 
Proceeds from bonds and notes 
Payment of principal and interest on bonds and notes 
Proceeds from nonemployer pension contributions 
Net cash provided by (used for) 
noncapital financing activities 


CASH FLOWS FROM CAPITAL AND RELATED 
FINANCING ACTIVITIES 

Proceeds from insurance 

Acquisition of capital assets 


Proceeds from sale of capital assets 
Net cash provided by (used for) capital and 
related financing activities 


CASH FLOWS FROM INVESTING ACTIVITIES 
Sale (purchase) of investments 
Proceeds (loss) on sales or maturities of investments 
Proceeds (loss) from securities lending transactions/investments 
Interest and dividends on investments 
Payment of securities lending costs 
Collections of principal and interest on loans 
Cash payment for loans 
Net cash provided by (used for) 
investing activities 
Net increase (decrease) in cash 
and cash equivalents 
Cash and cash equivalents, July 1 
Cash and cash equivalents, June 30 


The notes to the financial statements are an integral part of this statement. 


GOVERNMENTAL 
BUSINESS-TYPE ACTIVITIES - ENTERPRISE FUNDS ACTIVITIES - 
ECONOMIC INTERNAL 

UNEMPLOYMENT DEVELOPMENT SERVICE 

INSURANCE BONDS NONMAJOR TOTAL FUNDS 
$ 122,639 34 274,555 397,228 329,741 
(868) (156) (107,268) (108,292) (93,205) 
- (392) (17,436) (17,828) (62,331) 
6,759 - 42,622 49,381 1,075 
(118,282) (132,353) (250,635) (147,927) 
- (33,421) (33,421) - 
: 7 1,035 1,042 12,264 
(373) (2,755) (3,128) (9,679) 
9,875 (607) 24,979 34,347 29,938 
- 27,079 27,079 - 
(279) (51,458) (61,737) (1,763) 
: 645 645 2,074 
1,207 : 1,207 1,608 
(86) (86) (133) 
- - - 2,007 
(9,638) (42) (9,680) (134) 
- 249 249 1,128 
(279) (8,431) (23,613) (82,323) 4,187 
- - 316 
(1,948) (1,948) (18,113) 
828 828 331 
(1,120) (1,120) (17,466) 
(10,404) 916 (9,488) (1,347) 
9,273 9,273 : 
- 13 13 8 
6,813 98 807 7,718 898 
“ (5) (6) (4) 
33,056 - 33,056 - 

(30,063) (30,063) 

6,813 1,960 1,731 10,504 (445) 
16,409 (6,978) 1,977 11,408 16,814 
279,756 20,865 65,027 365,648 73,987 
$ 296,165 13,887 67,004 377,056 90,801 


STATEMENT OF CASH FLOWS 
PROPRIETARY FUNDS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2016 
(amounts expressed in thousands) 


Reconciliation of operating income to net 
cash provided by operating activities: 


Operating income (loss) 


Adjustments to reconcile operating income 
to net cash provided for (used for) 
operating activities: 

Depreciation 

Amortization 

Securities lending expense 

Investment earnings 

Securities lending income 

Financing income 

Interest expense 

Other revenue 

Arbitrage rebate tax 

Change in assets, deferred outflow, liabilities and deferred inflows: 

Decr (Incr) in accounts receivable 

Decr (Incr) in due from other funds 

Decr (Incr) in due from other governments 

Decr (Incr) in inventories 

Decr (Incr) in other assets 

(Decr) in accounts payable 

(Decr) in due to other funds 

(Decr) in due to other governments 

(Decr) in lottery prizes payable 

(Decr) in unearned revenue 

(Decr) in amounts held in custody for others 

(Decr) in compensated absences payable 

(Decr) in OPEB implicit rate subsidy 

(Decr) in estimated claims 

(Decr) in other payables 

(Decr) in pension liability, deferred outflow and deferred inflows of resources 

Net cash provided by (used for) 

Operating activities 


Schedule of noncash transactions: 

Capital asset acquisitions from contributed capital 
Incr (Decr) in fair value of investments 

Total noncash transactions 


The notes to the financial statements are an integral part of this statement. 
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GOVERNMENTAL 
BUSINESS-TYPE ACTIVITIES - ENTERPRISE FUNDS ACTIVITIES 
ECONOMIC INTERNAL 
UNEMPLOYMENT DEVELOPMENT SERVICE 
INSURANCE BONDS NONMAJOR TOTAL FUNDS 
$ 16,182 $ 30 21,299 37,511 $ 7,411 
1 986 987 10,762 
102 102 1,074 
3 : 5 5 4 
(6,813) (109) (807) (7,729) (898) 
= (13) (13) (8) 
(1,085) - (1,085) 
621 42 663 194 
7 7 8,983 
16 16 
1,331 (1,287 44 61 
° (14) 
43 (uu 32 (4) 
625 625 (886) 
S 219 219 (480) 
(868) 1 9,394 8,527 2,585 
1 (1,550) (1,549) 231 
(4 (4) 
257 257 : 
432 432 (188) 
(6,248) (6,248) (2) 
3 206 209 312 
10 473 483 1,553 
1,282 1,282 (1,665) 
3 (235) (232) 1,932 
(6) (188) (194) (1,019) 
$ 9875 $ (607) 24,979 34,347 29,938 
- 1,858 1,858 1,259 
(26) (121) (147) (123) 
$ $ (26) 1,737 17 $ 1,136 
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STATEMENT OF FIDUCIARY NET POSITION 


FIDUCIARY FUNDS 
JUNE 30, 2016 
(amounts expressed in thousands) 


ASSETS 

Cash/cash equivalents (Note 3) 

Receivables (net): 
Accounts receivable 
Interest 
Due from primary government 
Due from other PERB plans 
Long-term loans/notes receivable 


Total receivables 
Investments at fair value: 
Equity in pooled investments (Note 3) 
Other investments (Note 3) 


Total investments 
Securities lending collateral (Note 3) 
Capital Assets: 
Land 
Buildings/improvements 
Equipment 
Construction work in progress 
Accumulated depreciation 


Total capital assets 
Other assets 


Total assets 


DEFERRED OUTFLOWS OF RESOURCES 


LIABILITIES 
Accounts payable 
Due to other PERB plans 
Unearned revenue 
Amounts held in custody for others 
Securities lending liability (Note 3) 
Compensated absences payable 
Net pension liability (Note 6) 
OPEB implicit rate subsidy (Note 7) 


Total liabilities 
DEFERRED INFLOWS OF RESOURCES 


NET POSITION 
Held in trust for pension benefits 
and other purposes 


$ 


PENSION 
(AND OTHER 
EMPLOYEE 
BENEFIT) 
TRUST FUNDS 


302,578 $ 


24,541 
13,629 
31,131 
1,215 
30 


70,546 
9,725,030 
609,934 
10,334,964 
278,736 


35 
186 
301 

6,141 

(387) 


6,276 


10,993,100 


131 


1,004 
1,214 
357 


278,736 
684 
1,202 
1,002 


284,199 


113 


10,708,919 $ 


PRIVATE- 
PURPOSE 
TRUST FUNDS 
114,257 $ 


10 
10 


138,421 


138,421 
91 


38,488 
291,267 


30 


91 


121 


291,146 $ 


The notes to the financial statements are an integral part of this statement. 


INVESTMENT 
TRUST 


889,759 $ 


439 
439 


13,147 


13,147 
3,905 


907,250 


405 


3,905 


4,310 


902,940 $ 


AGENCY 
FUNDS 


11,372 


582 


582 


262 


12,217 


464 


11,752 
1 


12,217 


STATEMENT OF CHANGES IN FIDUCIARY NET POSITION 
FIDUCIARY FUNDS 

FOR THE FISCAL YEAR ENDED JUNE 30, 2016 

(amounts expressed in thousands) 


PENSION 
(AND OTHER 
EMPLOYEE PRIVATE- 
BENEFIT) PURPOSE 
TRUST FUNDS TRUST FUNDS 

ADDITIONS 
Contributions/premiums: 

Employer $ 234,055 $ -$ 

Employee 225,680 - 

Other contributions 105,033 16,214 
Net investment earnings: 

Investment earnings 269,745 223 

Administrative investment expense (61,477) 
Securities lending income 2,904 
Securities lending expense (919) 
Charges for services 195 - 
Other additions 1,064 6,229 

Total additions 776,280 22,666 
DEDUCTIONS 
Benefits 773,381 
Refunds 19,438 - 
Distributions 40,843 
Administrative expenses: 

Personal services 5,156 

Contractual services 3,730 817 

Supplies/materials 194 

Depreciation 32 

Utilities/rent 392 

Communications 241 

Travel 71 

Repair/maintenance 38 

Other operating expenses 268 
Local assistance 12 
Transfers to MUS-RP 130 
Transfers to PERS-DCRP 1,105 

Total deductions 804,188 41,660 

Change in net position (27,908) (18,994) 

Net position - July 1 - as previously reported 10,736,827 310,140 
Net position - June 30 $ 10,708,919 $ 291,146 $ 


The notes to the financial statements are an integral part of this statement. 


INVESTMENT 
TRUSTS 


1,164,534 


3,466 
(235) 
14 
(5) 


1,167,774 


839,299 


839,299 
328,475 
574,465 
902,940 
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NOTES TO THE FINANCIAL STATEMENTS 
NOTE1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 


The accompanying financial statements for the State of Montana (State) have been prepared in accordance with Generally 
Accepted Accounting Principles (GAAP), as prescribed by the Governmental Accounting Standards Board (GASB). 


A. Reporting Entity 


For financial reporting purposes, the State includes funds that comprise the primary government and its component units. 
The component units are entities that the State is financially accountable for, or whose relationship with the State is such 
that exclusion would cause the State's financial statements to be misleading or incomplete. The GASB has set forth 
criteria to be considered in determining financial accountability. This criteria includes appointing a voting majority of an 
organization's governing body, and (1) the ability of the State to impose its will on that organization or (2) the potential 
for the organization to provide specific financial benefits to, or impose specific financial burdens on, the State. 


Discretely Presented Component Units 

These component units are entities that are legally separate from the State because they possess corporate powers, but are 
financially accountable to the State, or whose relationships with the State are such that exclusion would cause the State's 
financial statements to be misleading or incomplete. Complete financial statements of the individual component units, 
which issue separate financial statements, can be obtained from their respective administrative offices. The condensed 
financial statements, presented in Note 18, include the financial data of the entities listed below. 


Complete financial statements for each of the individual discretely presented component units may be obtained at the 
following addresses: 


Montana Board of Housing Montana State Fund 

301 South Park, Room 240 855 Front Street 

PO Box 200528 PO Box 4759 

Helena, MT 59620-0528 Helena, MT 59604-4759 

Facilities Financial Authority Universities and Colleges 

2401 Colonial Drive, 3"¢ Floor Commissioner of Higher Education 
PO Box 200506 2500 Broadway Street 

Helena, MT 59620-0506 Helena, MT 59620-3201 


Montana Board of Housing (MBOH) — MBOH, which is a legally separate entity, is governed by a quasi-judicial board 
appointed by the Governor. It was created in 1975 to facilitate the availability of decent, safe, and sanitary housing to 
persons and families of lower income. The MBOH issues negotiable notes and bonds to fulfill its purposes. The total 
amount of notes and bonds outstanding at any time may not exceed $1.5 billion. The discount price of bonds sold, not the 
face amount of the bonds, counts against this statutory ceiling. Neither the faith and credit nor taxing power of the State of 
Montana may be pledged for the amounts so issued. MBOH is attached to the State of Montana, Department of 
Commerce for administrative purposes only. The MBOH is audited annually by the State’s Legislative Audit Division. 


Facilities Finance Authority (FFA) — FFA, which is a legally separate entity, is governed by a quasi-judicial board 
appointed by the Governor with the advice and consent of the Senate. The FFA assists eligible, nonprofit Montana health 
care and other community-based service providers to obtain and maintain access to the broadest range of low-cost capital 
financing as possible. The FFA issues revenue bonds to fulfill its purposes. Neither the faith and credit nor taxing power 
of the State of Montana may be pledged for the amounts so issued. The FFA is attached to the State of Montana, 
Department of Commerce for administrative purposes only. Individual financial reports are issued every two years and are 
audited by the State’s Legislative Audit Division. 


Montana State Fund (MSF) — MSF is a nonprofit, independent public corporation established under Section 39-71 of the 
Montana Code Annotated (MCA). MSF provides Montana employers with an option for workers’ compensation and 
occupational disease insurance and guarantees available coverage for all employers in Montana. MSF is governed by a 
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seven member Board of Directors appointed by the Governor. This Board has full power, authority, and jurisdiction in 
the administration of MSF. MSF is attached to the State of Montana, Department of Administration for administrative 
purposes only. MSF is reported on a calendar year basis and is audited annually by the State’s Legislative Audit Division. 


MSF functions as an autonomous insurance entity supported solely from its own revenues. All assets, debts, and 
obligations of MSF are separate and distinct from assets, debts, and obligations of the State of Montana. If MSF is 
dissolved by an act of law, the assets held by MSF are subject to the disposition provided by the Legislature enacting the 
dissolution with due regard given to obligations incurred and existing (Section 39-71-2322, MCA). 


MSF handles the administration of the claims of Montana State Fund and State of Montana (Old Fund) including: 
determining who a claimant is; what, if any, claims will be paid; and the amount of claims allowed to be paid. Old Fund 
covers workers’ compensation claims that were incurred before July 1, 1990, and is reported within the governmental 
activities of the primary government, on the government-wide financial statements. 


Universities and Colleges — The State Board of Regents has responsibility for the following institutions: Montana State 
University - Bozeman and the units under it including Montana State University - Billings, Montana State University - 
Northern, and Great Falls College Montana State University; and University of Montana - Missoula and the units under it 
including Montana Tech of the University of Montana, University of Montana - Western and Helena College University 
of Montana. All units are funded through state appropriations, tuition, federal grants, and private donations and grants. 
The universities are audited annually by the State’s Legislative Audit Division. 


Though the following organizations perform functions related to the Montana University System, they are not considered 
part of Montana's reporting entity: (1) Community Colleges which are considered part of local units of government; (2) 
the Montana Higher Education Student Assistance Corporation, a private nonprofit corporation; and (3) the Student 
Assistance Foundation of Montana, a private nonprofit corporation. Entities such as local school districts and local 
authorities of various kinds are considered part of local units of government and have not been included. The state and 
federal support of local public education systems is reported in the General Fund, the State Special Revenue Fund and 
Federal Special Revenue Fund. 


Fiduciary Fund Component Units 
Complete financial statements for each of the individual fiduciary fund component units may be obtained at the following 
addresses: 


Teachers Retirement System Public Employees’ Retirement Board 
1500 East Sixth Avenue 100 North Park, Suite 200 

PO Box 200139 PO Box 200131 

Helena, MT 59620-0139 Helena, MT 59620-0131 


Teachers Retirement System (Pension Trust Fund) — This retirement plan is a legally separate entity with a board 
appointed by the Governor. Its purpose is to provide retirement, disability, death and lump-sum payments to benefit 
recipients of Montana's public teaching profession. The plan is funded from employer and employee contributions, 
investment earnings, and the State’s General Fund. The benefit payments and administrative costs of the Teachers’ 
Retirement System are paid from the same funding sources. The system is audited annually by the State’s Legislative 
Audit Division. Further detail related to the Teachers Retirement System is provided in Note 6. 


Public Employees’ Retirement Board (Pension and Other Employee Benefit Trust Funds) — The Public Employees’ 
Retirement Board (PERB) is appointed by the Governor and administers eleven separate plans for the purpose of 
providing retirement, disability, death, and lump-sum payments to plan members. These legally separate plans include the 
Public Employees’ Retirement Plan — Defined Benefit and Defined Contribution and the associated education funds; the 
Judges’; the Highway Patrol Officers’; the Sheriffs’; the Game Wardens’ and Peace Officers’; the Municipal Police 
Officers’; the Firefighters’ Unified Retirement Systems; the Volunteer Firefighters’ Compensation Act; and the State of 
Montana Deferred Compensation Program (457 Plan) retirement plans. The board also administers an Other Post 
Employment Benefit (OPEB) disability plan on behalf of Public Employees’ Retirement Plan-Defined Contribution 
members. 
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The PERB is responsible for the eleven separate public employee plans, including the Deferred Compensation Program 
and Other Post Employment Benefit plan. These are reported as pension and other employee benefit trust funds. The 
board is audited annually by the State’s Legislative Audit Division. Further detail related to the PERB is provided in Note 
6 and its OPEB plan information can be found in Note 7. 


B. Government-wide and Fund Financial Statements 


The government-wide financial statements, Statement of Net Position and Statement of Activities, report information on 
all of the non-fiduciary activities of the State of Montana and its component units. For the most part, the impact of 
interfund activity has been removed from these statements. Governmental activities, which are normally supported by 
fees, taxes, and intergovernmental revenues, are reported separately from business-type activities, which rely to a 
significant extent on fees and charges for support. Likewise, the State of Montana is reported separately from certain 
legally separate component units for which the State is financially accountable. 


The Statement of Activities demonstrates the degree to which the direct expenses of a function are offset by program 
revenues. Direct expenses are those that are clearly identifiable with a specific function. Certain indirect costs are 
included in the program expense reported for the individual functions and activities. Program revenues include (1) charges 
to customers or applicants who purchase, use, or directly benefit from goods, services, or privileges provided by a given 
function; and (2) grants and contributions restricted to meeting the operational or capital requirements of a particular 
function. Taxes and other revenues not meeting the definition of program revenues are reported as general revenues. The 
State does not allocate indirect expenses to functions in the Statement of Activities. 


Separate fund financial statements are provided for governmental, proprietary, and fiduciary funds. Major individual 
governmental and major individual enterprise funds are reported as separate columns in the fund financial statements. 
Fiduciary fund statements are reported only in the fund financial statements. 


C. Measurement Focus, Basis of Accounting, and Financial Statement Presentation 


Government-wide, Proprietary, and Fiduciary Fund Financial Statements 

The government-wide, proprietary fund, and fiduciary fund financial statements are reported using the economic 
resources measurement focus and the accrual basis of accounting. Revenues are reported when earned; expenses are 
recorded when a liability is incurred regardless of the timing of the related cash flows. Property taxes are recognized as 
revenues in the year for which they are levied. Grants and similar items are recognized as revenues as soon as all of the 
eligibility requirements imposed by the provider are met. Agency funds report only assets and liabilities, recognizing 
receivables and payables using the accrual basis of accounting. 


As a general rule, material interfund revenues and expenses have been eliminated from the government-wide financial 
statements. These have not been eliminated where their elimination would distort the direct costs and program revenues of 
the functions involved. 


Governmental Fund Financial Statements 

Governmental fund financial statements are reported using the current financial resources measurement focus and the 
modified accrual basis of accounting. Revenues are recognized when they are realizable, measurable, earned, and 
available. Revenue is considered realizable when it is probable the amount will be collected. Revenue is considered 
measurable and realizable if the precise amount is known because the transaction is completed, or if there is enough 
information to provide a reasonable estimate of the net realizable revenue to be received. Revenue is considered to have 
been earned when the exchange of goods or services has taken place. Revenue is considered to be available if it is 
collectible within the current period, or soon enough thereafter, to pay liabilities of the current period. For this purpose, 
the State considers revenue available if it is expected to be collected within 60 days of the end of the current fiscal period. 
Expenditures generally are recorded when a liability is incurred, as under accrual accounting. However, debt service 
expenditures as well as expenditures relating to compensated absences, claims, and judgments are recorded only when 
payment is due. 


The major revenue sources considered susceptible to accrual are licenses and permits, natural resource taxes, individual 
income taxes, corporate income taxes, property taxes, fuel taxes, and certain federal revenues (reimbursable grants and 
U.S. mineral royalties). All other revenue is considered to be measurable and available when the cash is received. 
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Fund Financial Statements 

The State uses funds to report on its financial position and the results of its operations. A fund is a separate accounting 
entity with a self-balancing set of accounts. Fund accounting is designed to demonstrate legal compliance and to aid 
financial management by segregating transactions related to certain government functions or activities. 


The financial activities of the State of Montana are classified into fund categories as described below: 


Governmental Funds 
General Fund — To account for all governmental financial resources, except those required to be accounted for in another 
fund. 


Special Revenue Funds — To account for the proceeds of specific revenue sources restricted to expenditure for specified 
purposes other than major capital projects. (1) The State Special Revenue Fund accounts funded from state resources are 
used to account for and report the proceeds of specific revenue sources that are restricted or committed to expenditure for 
specified purposes other than debt service or capital projects. Several funds are defined in statute as Permanent Funds, 
however per GASB Statement No. 54, Fund Balance Reporting and Governmental Fund Type Definitions (GASB 54), 
these funds should be reported within the State Special Revenue Fund. The respective effect on fund balance is 
approximately a $84 million increase. One specific fund is defined in statute as a Federal Special Revenue Fund, however 
per GASB 54, this fund should be reported within the State Special Revenue Fund. The respective effect on fund balance 
is approximately a $18 million increase. (2) The Federal Special Revenue Fund accounts for activities funded from 
federal sources used in the operation of state government. 


Debt Service Funds — To account for resources accumulated for payment of principal and interest on general long-term 
obligation debt. 


Capital Projects Funds — To account for resources used for the acquisition or construction of major capital facilities, other 
than those financed by proprietary or trust funds. 


Permanent Funds — To account for resources that are permanently restricted to the extent that only earnings, not principal, 
may be used for the purposes of supporting the government’s programs. Several funds are defined in statute as Permanent 
Funds, however per GASB 54 these funds should be reported within the State Special Revenue Fund. 


Proprietary Funds 

Enterprise Funds — To account for operations: (1) financed and operated similar to private business enterprises, where the 
intent of the Legislature is to finance or recover costs primarily through user charges; (2) where the Legislature has 
decided periodic determination of revenue earned, expenses incurred, or net income is appropriate; (3) where the activity 
is financed solely by a pledge of the net revenues from fees and charges of the activity; or (4) when laws or regulations 
require that the activities’ costs of providing services, including capital costs, be recovered with fees and charges rather 
than with taxes or similar revenues. The primary focus of fee revenues charged by enterprise funds is users outside of the 
primary government. 


Internal Service Funds — To account for the financing of goods and services provided by one department or agency to 
other departments, agencies, or other governmental entities on a cost-reimbursement basis. 


The State of Montana reports two employee group benefits funds. The MUS Group Insurance Fund primarily charges its 
fees to Montana State University and the University of Montana. The universities are reported as discretely presented 
component units, which the State considers to be external users, and as such, reports the MUS Group Insurance Fund as 
an enterprise fund. The Employee Group Benefits Fund charges its fees to funds of the primary government, and as such, 
is reported as an internal service fund. 


Fiduciary Funds 
Fiduciary Funds are used to account for assets held by the State in a trustee capacity or as an agent for individuals, private 
organizations, or other governments. These assets cannot be used to support the government’s own programs. 
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Pension (and Other Employee Benefit) Trust Funds — To account for resources that are required to be held in trust for the 
members and beneficiaries of the State’s defined benefit plans, defined contribution plans, other retirement plans and 
other post employment benefit plan. Plan members receive retirement, disability, death, and lump-sum payments from the 
fund. Further detail related to the individual plans is provided in Note 6 and Note 7. 


Private-Purpose Trust Funds —To account for assets held by the State in a trustee capacity, where both the principal and 
earnings benefit individuals, private organizations, or other governments. Examples include the State’s escheated property 
fund, unliquidated security bonds held on deposit from self-insured employers, environmental reclamation, and bonds 
held in trust. 


Investment Trust Fund — To account for the receipt of monies and the distribution of related investment earnings to local 
government agencies by the Montana Board of Investments for investment in the Short-term Investment Pool (STIP) and 
Trust Fund Investment Pool (TFIP). 


Agency Funds — To account for assets held by the State as an agent for individuals, private organizations, and other 
governments. For example, various agencies hold deposits pending compliance with performance agreements. Other 
examples include monies belonging to state institution residents and child support payments from parents. 


Major Governmental Funds 
The General Fund is the State’s primary operating fund, as previously defined. 


The State Special Revenue Fund accounts for activities funded from state sources, which are restricted either legally or 
administratively for particular costs of an agency, program, or function. 


The Federal Special Revenue Fund accounts for activities funded from federal sources used in the operation of state 
government. 


The Coal Severance Tax Permanent Fund, created by Article IX, Section 5 of the Montana State Constitution, receives 
50% of all coal tax collections. The principal in this fund can be expended only upon affirmative vote of three-fourths of 
each house of the Legislature. 


The Land Grant Permanent Fund accounts for lands granted to the State for support of public schools and state 
institutions. 


Major Enterprise Funds 

The Unemployment Insurance Fund accounts for employer contributions deposited with the Secretary of the Treasury of 
the United States to the credit of the State’s unemployment trust fund. Unemployment benefits are paid from this fund to 
eligible recipients. 


The Economic Development Bonds Fund (EDB) accounts for the Economic Development Bond Act (EDBA) programs 
and the Municipal Finance Consolidation Act (MFCA) programs. The EDBA programs provide qualifying Montana 
businesses access to tax-exempt funds through the issuance of conduit (no-commitment) debt. The MFCA programs 
provide low cost funds to eligible Montana governments to finance capital expenditures. Separately issued financial 
statements may be obtained by contacting the Montana Board of Investments, 2401 Colonial Drive, 3rd Floor, PO Box 
200126, Helena, MT 59620-0126. 


D. Proprietary Activity Accounting and Financial Reporting 


Proprietary funds distinguish operating revenues and expenses from non-operating items. Operating revenues generally 
result from providing services and delivering goods in connection with a proprietary fund’s principal ongoing operations. 
Operating expenses for enterprise and internal service funds include the cost of sales and services, administrative 
expenses, and depreciation on capital assets. All revenues and expenses not meeting these definitions are reported as non- 
operating. 


E. Cash/Cash Equivalents 


For all funds, cash and cash equivalents consist of amounts deposited in the State Treasurer’s pooled cash account, cash 
deposits in checking accounts, cash invested in the Short-term Investment Pool (STIP), cash held by trustees, undeposited 
cash held by individual state agencies, and investments categorized as cash equivalents, which are short-term, highly 
liquid investments with original maturities of three months or less. Further detail related to Cash and Cash Equivalents is 
provided in Note 3. 


F. Receivables 


This classification, net of estimated uncollectibles, consists primarily of receivables for goods sold and services provided; 
short-term loans and notes, interest and dividends, taxes due within 60 days of fiscal year-end, and income, withholding, 
and inheritance taxes that are past due. An allowance for uncollectible taxes is provided based upon historical analysis. 
Further detail relating to receivables is provided in Note 4. 


G. Inventories 


Inventories of materials and supplies are reported at cost. The State allows agencies to use any generally accepted 
inventory pricing method, but specifies the first-in, first-out method generally to be appropriate for most agencies. 
Governmental funds use the "purchase method," meaning inventory purchases are recorded as expenditures. At fiscal 
year-end, significant amounts of inventory are shown as nonspendable, indicating they do not constitute available 
expendable resources. Proprietary and fiduciary funds report using the "consumption method," meaning inventories are 
expensed as used. 


H. Restricted Net Position 


Certain investments of the Economic Development Bonds Fund are classified as restricted net position on the Statement 
of Fund Net Position for proprietary funds because their use is limited by applicable bond indenture agreements. Net 
position associated with the Unemployment Insurance Fund is also classified as restricted. 


I. Equity in Pooled Investments 


To account for the custody of monies by the Montana Board of Investment for the investment in five internal investment 
pools and one external investment pool. The internal investment pools are the Retirement Funds Bond Pool (RFBP), 
Montana Domestic Equity Pool (MDEP), Montana International Pool (MTIP), Montana Private Equity Pool (MPEP) and 
Montana Real Estate Pool (MTRP). The external investment pool is the Trust Fund Investment Pool (TFIP). Current 
state agency participation in the pools is within the enterprise funds, permanent funds, private-purpose trust funds, 
investment trust funds, pension trust funds, Montana University System Units, and specific funds established within the 
State Special Revenue Fund. The state’s nine retirement funds can only participate in RFBP, MDEP, MTIP, MPEP and 
MTRP. Other state agencies and qualifying local governments can participate in the TFIP. The participant investments in 
the pools are reported at fair value in the assets within the individual funds. Further detail related to Cash and Cash 
Equivalents and Investments is provided in Note 3. 


J. Investments 


In accordance with the Montana Constitution and the statutorily mandated "Prudent Expert Rule,” the State of Montana 
invests in various types of securities for each portfolio it manages. Certain securities including asset-backed securities, 
variable-rate instruments, zero-coupon bonds, preferred stocks, and mortgage-backed securities are purchased for 
portfolio diversification and a competitive rate of return. Most investments are reported at fair value on the Statement of 
Net Position. Further detail related to Investments is provided in Note 3. 


K. Capital Assets 


Capital asset valuation is based on actual historical cost or, in the case of donations, acquisition value. General 
government infrastructure capital assets are capitalized and reported on the government-wide financial statements. 
Infrastructure assets of proprietary funds are capitalized on the fund financial statements. Interest incurred during the 
construction of capital assets for proprietary funds and higher education units is capitalized. The State has chosen to use 
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the depreciation approach for infrastructure assets and is reporting accumulated depreciation on the Statement of Net 
Position and depreciation expense on the Statement of Activities for these assets. Further detail related to Capital Assets is 
provided in Note 5. 


Capital assets in proprietary, private-purpose trust, and pension trust funds are accounted for within their respective funds 
and are depreciated or amortized. Depreciation is on a straight-line basis with estimated useful lives of 25 to 60 years for 
buildings, 10 to 50 years for infrastructure, 7 to 20 years for building improvements and 3 to 10 years for equipment. State 
agencies are also required to extend or shorten the useful lives of capital assets to reflect their actual experience or 
industry standards when appropriate. Amortization is on a straight-line basis with estimated useful lives of 4 years for 
software (internally and externally generated), 30 years for land use rights, and 20 years for other intangibles. 


The capitalization limit for buildings and building/land improvements is $25,000. The capitalization threshold for 
infrastructure and internally-generated software is $500,000. The capitalization threshold for intangible assets is 
$100,000. The capitalization limit for other capital assets is set at $5,000. Agencies are allowed to capitalize additions to 
collections and land acquisitions at any cost. Purchases under these thresholds are recorded as expenditures/expenses in 
the current period. 


L. Deferred Outflows, Deferred Inflows, and Unearned Revenue 


A deferred outflow of resources is a consumption of net assets by the government that is applicable to a future reporting 
period. A deferred inflow of resources is an acquisition of net assets by the government that is applicable to a future 
reporting period. Deferred outflows and inflows of resources may include financial transactions related to refunding debt, 
non-exchange transactions, derivative investment, and pension related components and are reported on both the 
government-wide and proprietary fund financial statements. Additionally, deferred inflows of resources may include 
financial transactions related to unavailable revenue on the governmental fund financial statements. Unavailable revenue 
is reported when assets are recognized, but those assets are not considered available to pay liabilities of the current period. 
Unearned revenue is recognized as a liability on government-wide, governmental and proprietary fund financial 
statements. Further detail related to Deferred Outflows of Resources and Deferred Inflows of Resources is provided in 
Note 4. 


M. Long-term Obligations 


Long-term obligations expected to be financed from governmental funds are reported on the government-wide financial 
statements. Long-term debt is recognized as a liability of a governmental fund when due, or when resources have been 
accumulated in the debt service fund for payment early in the following year. For other long-term obligations, only that 
portion expected to be financed from current expendable available financial resources is reported as a fund liability of a 
governmental fund on the fund financial statements. The remaining portion of such obligations is reported on the 
government-wide financial statements. Long-term liabilities expected to be financed from proprietary and fiduciary fund 
operations are accounted for in those funds. Further detail related to Leases/Installment Purchases Payable and State Debt 
is provided in Note 10 and Note 11, respectively. 


N. Capital Leases 


A capital lease is a lease which transfers benefits and risks of ownership to the lessee. At the inception of a capital lease, 
on the government-wide, proprietary fund, and fiduciary fund financial statements, a capital asset and a capital lease 
liability are recorded at the present value of the future minimum lease payments. On the governmental fund financial 
statements no asset or liability is recorded related to assets under capital leases. Rather, on the governmental fund 
financial statements, at the inception of a capital lease, capital outlay expenditures and other financing sources (inception 
of lease/installment contract) are recorded at the net present value of the minimum lease payments. Further detail related 
to Capital Leases is provided in Note 10. 


O. Bond Discounts/Premiums/Issuance Costs 
Bond premiums and discounts, as well as issuance costs, are recognized in the period they are incurred. Bond proceeds 


and bond premiums are reported as an other financing source, and bond discounts are reported as an other financing use. 
Issuance costs are reported as debt service expenditures whether or not they are withheld from the bond proceeds. Bonds 
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payable are recorded net of any applicable premium or discount. Further detail related to Long-term Debt is provided in 
Note 11. 


P. Compensated Absences 


Full-time state employees earn vacation leave ranging from 15 to 24 days per year depending on the individual's years of 
service. Teachers employed by the State do not receive vacation leave. Vacation leave may be accumulated and carried 
over from one year to the next. The carryover is limited to two times the maximum number of days earned annually. Sick 
leave is earned at the rate of 12 days per year with no limit on accumulation. Each contribution year, an employee may 
contribute a maximum of 80 hours of sick or annual leave to a nonrefundable sick leave pool. Excess annual leave that is 
being forfeited can also be contributed, with no maximum contribution. The adjusted ending balance of the pool for June 
30, 2015, was 21,497 hours. For fiscal year 2016, 648 sick leave hours, 357 annual leave hours, and 2,666 excess annual 
leave hours were contributed to the sick leave pool, and 3,635 hours were withdrawn, leaving a balance of 21,533 hours in 
the pool. The liability associated with the pool is not reported in the accompanying financial statements because these 
hours are nonrefundable to contributors, except by grants approved through an application process. 


Vested or accumulated leave for proprietary and fiduciary funds is recorded as an expense and liability of those funds in 
the fund financial statements. For governmental funds, the liability is not expected to be liquidated with expendable 
financial resources. The expenditure and liability for the governmental funds is reported only on the government-wide 
financial statements. Upon retirement or termination, an employee is paid for 100% of unused vacation leave and 25% of 
unused sick leave. Further detail related to Compensated Absences is provided in Note 11. 


Q. Fund Balance/Net Position 


Fund Balance 

The classifications for fund balance used for governmental funds are reported in two general classifications, nonspendable 
and spendable. Nonspendable represents the portion of fund balance that is legally or contractually required to remain 
intact or is not in spendable form such as inventories, and, in the General Fund, long-term notes and loans receivable. 
Spendable fund balance is further categorized as restricted, committed, assigned, and unassigned. 


The restricted fund balance category includes amounts that can be spent only for the specific purposes stipulated by the 
State Constitution and external parties, such as the federal government, or through enabling legislation. For the purpose of 
determining restricted amounts, enabling legislation does not include commitments resulting from State legislation if 
these constraints can be removed or changed by a similar legislative action. 


The committed fund balance classification includes amounts that can be used only for the specific purposes determined by 
a formal action of the government’s highest level of decision-making authority, the State’s Legislature, through legislation 
passed into law. 


Amounts, in the assigned fund balance classification, are intended to be used by the government for specific purposes, but 
they do not meet the criteria to be classified as restricted or committed. Assignments of fund balance are created by the 
executive branch. An example of an assignment is money deposited into an account within the State Special Revenue 
fund by management and later appropriated by the Legislature. The revenue source is not restricted or committed by 
legislation but is assigned by executive branch management and later appropriated by the Legislature for a specific 
purpose. In governmental funds other than the General Fund, assigned fund balance also represents the remaining amount 
that is not restricted or committed. The assigned fund balance for the General Fund are encumbrances and assignments for 
the portion of current General Fund balance that is projected to be used to fund expenditures and other cash outflows in 
excess of the expected revenues and other cash inflows in fiscal years as needed. Based on the Governor’s budget 
proposal, for the fiscal year ending June 30, 2016, the General Fund balance will be spent down by $130.0 million when 
comparing the fiscal year 2016 actual to fiscal year 2017 enacted/proposed budget. This represents management’s 
intention to fund supplemental and other one-time-only expenditures. 


Unassigned fund balance is the residual classification for the General Fund and includes all spendable amounts not 
contained in the other classifications. In other funds, the unassigned classification should be used only to report a deficit 
balance resulting from overspending for specific purposes for which amounts had been restricted, committed, or assigned. 
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The State generally segregates restricted, committed, and assigned resources by account (sub-fund) within the 
governmental funds, other than the General Fund. When resources meeting more than one of these spendable 
classifications are commingled in an account on the State’s accounting system the assumed order of spending is restricted 
first, committed second, and finally assigned. State statute requires non-General Fund money be spent first whenever 
possible so any related available unassigned balance would be spent last. 


Minimum General Fund - Fund Balance 

The State does not maintain a stabilization fund. However, statute provides a minimum fund balance amount as follows: 
Section 17-7-140, MCA, defines minimum ending fund balance and specifies the procedures that must be followed to 
make expenditure reductions if a projected ending fund balance drops below minimum statutory requirements. 


If the Budget Director determines that a deficit exists, statute requires reductions that must be made to assure that the 
projected ending fund balance is in compliance with the minimum ending fund balance of General Fund appropriations 
for the biennium. Under circumstances when a deficit of this level is projected during a biennium, the Governor may 
direct reductions from any General Fund expenditure not exempted by Section 17-7-140, MCA, including House Bill 
(HB) 2 (the State’s main appropriation bill), any other appropriation bills, statutory appropriations, or language 
appropriations. Reductions may not exceed 10% of General Fund appropriations for any single “program,” as defined in 
HB 2. Ifa program has more than one appropriation, the reduction for one or more of the appropriations may exceed 10% 
as long as the reduction for the program as a whole does not exceed 10%. 


The Legislative and Judicial branches, the Montana School for the Deaf and Blind, principal and interest on state debt, 
salaries of elected officials, and public school BASE funding are exempt, statutorily, from reductions. These exemptions 
shield approximately one-third of General Fund appropriations from reduction. Of the remaining expenditures, the 
Governor may not direct executive agencies headed by elected officials or the Board of Regents to reduce their 
expenditures by more than the average reduction percentage imposed upon all other executive branch agencies. 


Net Position 

In funds other than governmental, net position represents the difference between assets plus deferred outflows of 
resources and liabilities plus deferred inflows of resources. The net investment in the capital assets portion of net position 
consists of capital assets, net of accumulated depreciation, reduced by the outstanding balances of any borrowing used for 
the acquisition, construction, or improvement of those assets. Net position is reported as restricted when there are 
limitations imposed on their use either through constitutional provisions, enabling legislation or through external 
restrictions imposed by creditors, grantors, or laws or regulations of other governments. The government-wide Statement 
of Net Position reported restricted net position of $3.2 billion. 


R. Property Taxes 


Real property taxes are normally levied in October and are usually payable in two installments on November 30 and May 
31. These taxes attach as an enforceable lien immediately if not paid when due. 


Personal property tax levies are set each August, and notices are normally mailed the following March or April. Half of 
mobile home taxes are due in 30 days and the remaining half on September 30. Taxes on all other types of personal 
property are to be paid in full 30 days after receipt of the notice. Property tax payments are recognized as deferred inflows 
of resources if received prior to levy or availability. 


Personal property taxes attach as an enforceable lien immediately if not paid when due. Property taxes are collected by 
each of Montana's 56 counties. The counties then remit the State's portion to the State Treasury. The majority of these 
taxes help fund public school systems and higher education. 
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S. Other Taxes 


On the Statement of Activities, the revenue category “Other Taxes” consists of the following taxes (in thousands): 


State Other 
General Special Governmental —§ Business- 
Fund Revenue Funds Type Funds Total 
Accommodations $ 21,592 $ 27,927 $ - $ 18 $ 49,537 
Agriculture sales - 7,297 - - 7,297 
Cigarette/tobacco 37,427 47,175 1,798 - 86,400 
Contractors gross receipts 2,397 : - - 2,397 
Energy tax 7,930 - - - 7,930 
Fire protection - 3,682 - - 3,682 
Insurance premium 69,223 29,369 - - 98,592 
Liquor tax 5,405 2,177 - 27,060 34,642 
Livestock - 4,524 - - 4,524 
Other taxes 7,583 5,859 - - 13,442 
Public service commission - 2,917 - - 2,917 
Telephone license 17,059 - - - 17,059 
Video gaming 60,554 6 - : 60,560 


Total other taxes $229,170 $130,933 $1,798 $27,078 $388,979 
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NOTE 2. OTHER ACCOUNTING CHANGES 
A. New Accounting Guidance Implemented 


For the year ended June 30, 2016, the State of Montana implemented the provisions of GASB Statement No. 72, 
Fair Value Measurement and Application (GASB 72). This Statement addresses accounting and financial reporting 
issues related to fair value measurements. The definition of fair value is the price that would be received to sell an 
asset or paid to transfer a liability in an orderly transaction between market participants at the measurement date. 
This Statement provides guidance for determining a fair value measurement for financial reporting purposes. This 
Statement also provides guidance for applying fair value to certain investments and disclosures related to all fair 
value measurements. The requirements of this Statement will enhance comparability of financial statements among 
governments by requiring measurement of certain assets and liabilities at fair value using a consistent and more 
detailed definition of fair value and accepted valuation techniques. This Statement also will enhance fair value 
application guidance and related disclosures in order to provide information to financial statement users about the 
impact of fair value measurements on a government’s financial position. 


For the year ended June 30, 2016, the State of Montana implemented portions of the provisions of GASB Statement 
No. 73, Accounting and Financial Reporting for Pensions and Related Assets That Are Not within the Scope of 
GASB Statement 68, and Amendments to Certain Provisions of GASB Statements 67 and 68 (GASB 73). The 
Statement has two different implementation dates. The State is in compliance with the portion of the Statement 
associated with an effective date for fiscal years beginning after June 30, 2015. The Statement includes clarifying 
amendments to Statements 67 and 68 that apply to all employers and non-employer contributing entities. 


For the year ended June 30, 2016, the State of Montana implemented the provisions of GASB Statement No. 76, The 
Hierarchy of Generally Accepted Accounting Principles for State and Local Governments (GASB 76). The 
Statement prioritizes guidance governments follow when preparing GAAP financial statements. The Statement 
reduces authoritative GAAP hierarchy from four categories to two and lists order of priority for pronouncements to 
which a government should look for guidance. 


B. Other Accounting Changes 


The 2015 legislature passed Senate Bill (SB) 123, which changed the regulatory oversight of Montana State Fund 
(MSF) effective January 1, 2016. MSF was issued a Certificate of Authority, became an authorized insurer regulated 
by the Montana Commission of Securities and Insurance, and is subject to the provisions of Title 33, Montana 
Insurance Code. With the approval of SB 123, MSF’s reporting period changed from a June 30 fiscal year-end to a 
calendar year-end. This report, for the year ended June 30, 2016, includes a 6-month financial reporting period for 
MSF. Further detail related to MSF is provided in Note 18. 


The proposal for GASB Statement No. 79, Certain External Investment Pools and Pool Participants, required BOI to 
elect between accounting for STIP assets in one of the two allowable methods: either to continue to account for 
securities within the STIP pool at an amortized cost basis or change to a fair value basis. In October 2015, BOI 
decided that for financial reporting purposes, the STIP portfolio would be measured on a fair value basis, following 
the guidance of GASB Statement No. 31, Accounting and Financial Reporting for Certain Investments and for 
External Investment Pools, and GASB 72. Further detail related to STIP is provided in Note 3. 


C. Adjustments to Beginning Net Position 


For the year ended June 30, 2016, there were no material adjustments to beginning net position. 


NOTE 3. CASH/CASH EQUIVALENTS AND INVESTMENTS 


This note details the following asset classifications (in thousands): 


Cash/cash equivalents $ 3,418,574 
Equity in pooled investments $ 12,076,439 
Investments $ 3,135,544 


Carrying amounts for the bank balance for cash deposits and fair values for the State's cash equivalents and 
investments are presented in Tables 1 through 4. 


A. General 


Outside of statutory requirements, the State does not maintain a statewide risk policy for cash/cash equivalents or 
investments, held outside of the Montana Board of Investments (BOD). The investment risk policy for State 
cash/cash equivalents and investments, including the Economic Development Bonds (EDB) deposits and 
investments managed by BOI, have been detailed below. 


(1) BOI was created by the Legislature to manage the Unified Investment Program established by the State 
Constitution. The Unified Investment Program is comprised of State funds, including pensions, trusts, insurance, and 
cash. Local government entities can, by statute, only voluntarily invest in the Short Term Investment Pool (STIP). 
With a qualifying event, local government entities may also, by statute, invest in the long-term investment portion of 
the program. BOI manages the Unified Investment Program pursuant to the “Prudent Expert Principle” mandated by 
State law, which requires an investment manager to: 


1. discharge the duties with the care, skill, prudence, and diligence, under the circumstances then prevailing, 
that a prudent person acting in a like capacity with the same resources and familiar with like matters 
exercises in the conduct of an enterprise of a like character with like aims; 

2. diversify the holdings of each fund within the Unified Investment Program to minimize the risk of loss and 
to maximize the rate of return unless, under the circumstances, it is clearly prudent not to do so; and 

3. discharge the duties solely in the interest of and for the benefit of the funds forming the Unified Investment 
Program. 


Currently, only nine of the retirement funds and the Montana State Fund (Workers’ Compensation) may invest in 
public corporate capital stock. All other state funds must be invested in fixed-income type investments. Neither State 
law nor the State Constitution place restrictions on retirement fund investments. The funds are invested solely at the 
discretion of BOI pursuant to the “Prudent Expert Principle.” 


To facilitate management of the Unified Investment Program, BOI created seven investment pools (Pools) that 
operate similar to mutual funds. All State agencies and many local government entities participate in one or more 
Pools. By investing in large Pools with other participants, the smaller participants are provided broad diversification 
not otherwise possible. Some Pools are dedicated solely to the State’s nine retirement funds, while others are open to 
other State and local government funds. State agencies, ineligible to participate in a long-term investment pool, have 
direct fixed income, equity and loan investments. These investments are combined and reported as All Other Funds 
(AOF) Investments Managed. The Pools, AOF Investments Managed, Pool creation date and eligible state 
participants are shown in the following table as of June 30, 2016: 
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Poollinvestments Managed Name Creation Date Eligible Participants 
Retirement Funds Bond Pool (RFBP) 04/01/95 Nine Retirement Funds Only 
Trust Funds Investment Pool (TFIP) 10/01/95 Various State Trust Funds 
Montana Domestic Equity Pool (MDEP) 07/01/80 Nine Retirement Funds Only 
Montana International Equity Pool (MTIP) 06/01/96 Nine Retirement Funds Only 
Montana Private Equity Pool (MPEP) 05/01/02 Nine Retirement Funds Only 
Montana Real Estate Pool (MTRP) 06/01/06 Nine Retirement Funds Only 
Short Term Investment Pool (STIP) 07/01/74 All State Funds and Local Governments 
All Other Funds (AOF) Investments Managed NA Non-Pool State Agency Investments 


During fiscal year 2016, the MDEP small trusts were moved into either the TFIP or the STIP. 
Separately issued investment Pool financial statements may be obtained by contacting: 


Montana Board of Investments 
2401 Colonial Drive, 3rd Floor 
PO Box 200126 

Helena, MT 59620-0126 


BOI’s financial statements include the activity for Montana State Fund (MSF) within AOF on a June 30, 2016, 
basis. MSF, a discretely presented component of the State, by statute, prepared separately issued financial 
statements on a calendar year-end basis. Due to the difference in reporting period, there will be a variance between 
the note disclosures and the financial statements for cash/cash equivalents, equity in pooled investments, and 
investments. 


(a) Cash and cash equivalents consist of funds deposited by individual funds in the State Treasurer’s pooled cash 
account, cash deposits in checking accounts, cash invested in STIP, cash held by trustees, un-deposited cash held by 
individual state agencies, and investments categorized as cash equivalents. 


Cash deposited with the State Treasurer’s pooled cash account is invested by BOI in short-term securities and other 
investments. Because these funds are immediately available to the individual funds, their investment in the pooled 
cash account is reported as a cash equivalent. In addition to the State Treasurer’s pooled cash account, there is the 
STIP maintained by the BOI. This investment fund provides individual State agencies and local governments an 
opportunity to invest excess cash in a pool that is managed to preserve principal while providing 24-hour liquidity. 
Because these pooled funds are invested in short-term, highly liquid investments, the individual fund investments in 
the STIP are reported as a cash equivalent. 


STIP investments and the income are owned by the participants and are managed on their behalf by BOI. STIP is 
presented at fair value. The portfolio may include asset-backed securities, commercial paper, corporate, US 
Government direct obligations, US Government agency securities, repurchase agreements, institutional money 
market funds, certificates of deposit, and variable-rate (floating-rate) instruments. Investments must have a 
maximum maturity of 397 days or less unless they are a variable rate security. 


State agencies that are allowed to retain their interest earnings within their funds are required to invest in STIP. 
Local government participation in STIP is voluntary. 


(b) Investment securities are reported by investment portfolio and type in Table 2 — Cash Equivalents, Table 3 — 
Equity in Pooled Investments, and Table 4 — Investments. The public equity Pools may include common stock, 
equity index shares, preferred stock, convertible equity securities, American Depositary Receipts (ADR), equity 
derivatives, and commingled funds. The MDEP portfolio is limited to domestic stock investments, while the MTIP 
portfolio includes holdings of securities of foreign-based corporations listed on legal and recognized foreign 
exchanges as well as domestic exchanges as depositary receipts. The MTIP portfolio invests in both developed and 
emerging markets. The MPEP portfolio includes venture capital, leveraged buyout, mezzanine, distressed debt, 


special situation, and secondary investments. The MTRP portfolio includes investments in private core, value- 
added, and opportunistic real estate. 


The value of stocks and bonds are recorded at both “book” and “fair” value. The book or carrying value of a stock is 
the average cost of the shares held. If the same stock has been purchased several times, the average of the purchase 
prices is the book value. The book value of bonds is the “amortized” cost, which represents the original cost, 
adjusted for premium and discount amortization where applicable. If bonds are purchased at more than the par value, 
the difference is called a premium. If they are purchased for less than par value, the difference is called discount. 
Premiums and discounts are amortized/accreted using the straight-line or scientific method to the call, average life, 
or maturity date of the securities. The fair value of publicly traded stocks and bonds is determined by reference to 
market prices supplied by State Street Bank (the custodial bank). Because a public market does not exist for private 
equity and real estate investments, the fair value of these investments is the value reported in the most recent 
external managers’ valuation reports. The book or carrying value of these private investments is the capital invested 
less capital returned. All investment portfolios presented in the Statement of Net Asset Value are at “fair” value. 

BOI categorizes its fair value measurements within the fair value hierarchy established by generally accepted 
accounting principles as follows: 


Level 1 — Quoted prices for identical assets or liabilities in active markets. 

Level 2 — Prices determined using inputs, other than quoted prices included within Level 1, that are observable for 
an asset or liability, either directly or indirectly. 

Level 3 — Prices are determined using unobservable inputs. 


Common stock owners may vote on director selection and other important matters and receive dividends if the 
company pays dividends. Equity index investments are comprised of shares in institutional commingled funds with 
equity portfolios that match a broad based index or specific industry composite. Preferred stocks pay dividends at a 
specified rate and have preference in the payment of dividends and liquidation of assets. Preferred stock holders do 
not usually have voting rights. 


Convertible securities permit the holder to exchange or “convert” the instrument for other securities of the issuer or 
of another issuer. This definition most often applies to preferred stocks or corporate bonds carrying the right to 
exchange for a fixed number of shares of the issuer’s common stock. ADR investments are receipts issued by a US 
depositary bank representing shares of a foreign stock or bonds held abroad by the foreign sub-custodian of the 
American depositary bank. Equity derivatives, such as futures and options, “derive” their value from underlying 
equity instruments. An institutional commingled fund combines assets from several institutional investors that are 
blended or pooled together to reduce management and administration costs. The investor buys shares in the fund. 


MPEP investments are made via limited partnership agreements in which BOI and other institutional investors 
invest as limited partners in funds managed by a general partner. These investments are less liquid than other types 
of investments because the funds are usually committed for at least ten years. Because of the risk and illiquidity, 
these investments are limited to sophisticated investors only. 


Real estate core investments are the least risky with the lowest return and are usually managed in commingled 
accounts in which the investor purchases shares. Value-added and opportunistic real estate investments provide 
more risk and return and are less liquid than core investments. These investments are usually made through limited 
partnership agreements. 


Asset-backed securities represent debt securities collateralized by a pool of mortgage and non-mortgage assets such 
as trade and loan receivables, equipment leases, credit cards, etc. Commercial paper is unsecured short-term debt 
with maturities ranging from 2 to 270 days. US Government direct-backed securities include direct obligations of 
the US Treasury and obligations explicitly guaranteed by the US Government. US Government indirect-backed 
obligations include US Government agency securities. Repurchase agreements (REPO) represent an agreement 
between a seller and a buyer, usually of US Government securities, whereby the seller agrees to repurchase the 
securities at an agreed upon price and stated time. Variable-rate securities pay a variable rate of interest until 
maturity. The STIP portfolio’s variable-rate securities reset to LIBOR (London Interbank Offered Rate). 
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BOI is authorized by law to lend its securities and has contracted with the custodial bank, State Street Bank and 
Trust, “the Bank”, to lend BOI’s securities to broker-dealers and other entities with a simultaneous agreement to 
return the collateral for the same securities in the future. The Bank is required to maintain collateral equal to 102% 
of the fair value of domestic securities and 105% of the fair value of international securities while the securities are 
on loan. On any day, including June 30, the markets may move in a positive or negative direction resulting in under 
or over collateralization. The Bank compensates for market movement by recalculating on the following business 
day to meet the collateralization requirements. BOI and the Bank split the earnings, 80/20 respectively, on security 
lending activities. BOI retains all rights and risks of ownership during the loan period. 


During fiscal year 2016, the Bank lent BOI public securities and received as collateral: US dollar cash; US 
Government and government sponsored agency securities; US corporate debt securities and structured securities 
rated AA-/Aa3 or higher; sovereign debt securities of the G10 nations; and debt securities issued by certain 
supranational agencies. The Bank does not have the ability to sell collateral securities unless the borrower defaults. 


BOI imposed no restrictions on the amount of securities available to lend during fiscal year 2016. There were no 
failures by any borrowers to return loaned securities or pay distributions thereon during the period that resulted in a 
declaration and notice of default of the borrower. There were no losses during fiscal year 2016 resulting from a 
borrower default. As of June 30, 2016, RFBP securities in the amount of $4 million were recalled and not yet 
returned. 


During fiscal year 2016, BOI and the borrowers maintained the right to terminate all securities lending transactions 
on notice. The cash collateral received for each loan was invested, together with the cash collateral of other qualified 
plan lenders, in two investment funds: Quality D Short Term Investment Fund and the Securities Lending Quality 
Trust. Each is comprised of a liquidity pool. Pension funds participate in the Quality D Short Term Investment Fund 
and non-pension entities participate in the Security Lending Quality Trust. Security lending income offset the entire 
amount of the loss within each investment fund. Because the securities lending transactions were terminable at will, 
their duration did not generally match the duration of the investments made with the cash collateral received from 
the borrower. At fiscal year-end 2016, State Street Bank indemnified BOI’s credit risk exposure to borrowers. The 
private equity and real estate pools do not participate in securities lending. 


Average Duration and Average Weighted Final Maturity 


Quality D ST Security Lending 


Investment Fund Quality Trust 
Liquidity Pool 
Average Duration 43 days 32 days 
Average Weighted Final Maturity 83 days 92 days 


(c) Investment risk disclosures are described in the following paragraphs and are identified by the specific pools or 
securities to which they pertain, when applicable. 


Credit Risk 

Credit risk is defined as the risk that an issuer or other counterparty to an investment will not fulfill its obligation. In 
regard to BOI, with the exception of US Government securities, the Pools’ fixed income instruments have credit risk 
as measured by major credit rating services. For all retirement Pools, only approved cash investment vehicles are 
permitted. These include the custodian’s STIF vehicle, STIP, or any SEC-registered money market fund, all of 
which specifically address credit risk in their respective investment guidelines. BOI’s policy requires TFIP fixed 
income investments to be invested in investment grade securities (Baa3/BBB- or higher) with the exception of non- 
rated securities issued or guaranteed by agencies or instrumentalities of the US Government. BOI’s STIP 
investment policy specifies that STIP securities have a minimum of two separate credit ratings as provided by 
Standard and Poor’s, Moody’s, or Fitch that meet the minimum as stated in the STIP investment policy depending 
on the type of investment. 


The US Government guarantees US Government securities directly or indirectly. Obligations of the US Government 
or obligations explicitly guaranteed by the US Government are not considered to have credit risk and do not require 
disclosure of credit quality per GASB Statement No. 40. 


Of the 18 individual Investment Policy Statements for the funds categorized as the AOF, 16 funds have specific 
policies associated with credit risk. The remaining two funds are not required to have a policy addressing credit risk, 
as they do not have exposure to debt securities. One fund requires corporate securities be rated A3/A- or higher by 
NRSRO to qualify for purchase. One fund requires fixed income investments, at the time of purchase, to be rated 
investment grade as defined either by Moody’s or by NRSRO. This fund’s investment policy states “the maximum 
fixed income credit risk will be limited to 2% of the total securities portfolio in any one name.” Five funds require, 
at the time of purchase, “the quality rating of any corporate bond shall be in the top of the single-A rating 
classification or better at the time of purchase (e.g. Al/A+ or higher) and have at least two ratings. Exposure to the 
securities of any one US Agency is limited to 5% and in no event will an agency security be purchased if it carries a 
rating that is less than top-rated (AAA) at the time of purchase.” Two funds require “fixed income securities must be 
rated at least A- or A3 at the time of purchase.” A portion of one fund’s portfolio may have modest credit risk while 
the remainder has a low tolerance for credit risk. Two funds assume some risk of loss of principal to provide a 
return sufficient to fund objectives. Four funds may assume low risk of principal loss. 


Asset-backed securities held in the bond Pools, AOF and STIP portfolios are based on the cash flows from principal 
and interest payments emanating from a trust containing a pool of underlying auto loan, credit card or other 
receivables. These securities, while sensitive to prepayments due to interest rate changes, generally have less credit 
risk than unsecured bonds. Their credit risk is based on the structure itself rather than balance sheet risk. This 
includes such factors as default rates, overcollateralization, and quality of collateral. 


Custodial Credit Risk 
Per policy, BOI’s custodial institution must hold short-term and long-term credit ratings by at least one NRSRO 
with a minimum requirement of A1/P1 (short-term) and A3/A-1 (long-term). 


Cash 

Custodial risk for cash is the risk that, in the event of the failure of the custodial institution, the cash or collateral 
securities may not be recovered from an outside party. For any cash balances held as deposits of the custodial bank 
or sub-custodial bank, they are held in the name of BOI or its accounts. As of June 30, 2016, BOI recorded cash of 
$9.7 million. 


Investments 

Custodial credit risk for investments is the risk that, in the event of the failure of the counterparty to a transaction, 
BOI may not be able to recover the value of the investment or collateral securities that are in the possession of an 
outside party. As of June 30, 2016, all the public securities as well as securities held by the separate public equity 
account managers were registered in the nominee name for the Montana Board of Investments and held in the 
possession of BOI’s custodial bank, State Street Bank. The Equity Index funds, US Bank repurchase agreement, real 
estate, mortgage and loan investments were purchased and recorded in BOI’s name. Commingled fund investments 
are registered in the name of the Montana Board of Investments. 


Concentration of Credit Risk 

Concentration of credit risk is the risk of loss attributable to the magnitude of any single investment per issuer name. 
Investments explicitly guaranteed by the US Government are excluded from the concentration of credit risk 
requirement. The US Government extended the explicit guarantee to certain government agencies such as Federal 
National Mortgage Association (Fannie Mae) and Federal Home Loan Mortgage Corporation (FHLMC-Freddie 
Mac). Given the explicit guarantee extension, BOI had no concentration of credit risk exposure to Fannie Mae and 
Freddie Mac in either the bond Pools or STIP. 


Bond Pools 

Both the RFBP Core Internal Bond Portfolios and TFIP Investment Policy Statements (IPS) provide for a 2% 
portfolio limit for dollar denominated debt obligations of domestic and foreign corporations (Yankee bonds) and a 
3% portfolio limit in non-agency Mortgage Pass-through (MBS) securities. The four RFBP external managers are 
limited to debt obligations of domestic and foreign corporations up to 3% of portfolio assets per issuer. 
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STIP 

The STIP Investment Policy specifies concentration of credit risk exposure by limiting portfolio investment types to 
3% in any issuer with the exception of US Treasury and US Agency securities, as well as any repurchase agreements 
with a financial institution. Concentration risk was within the policy as set by BOI. 


AOF 

With the exception of nine funds, the 18 investment policy statements for various AOF state agencies do not address 
concentration of credit risk. One fund provides for a concentration limitation pertaining to repurchase obligations. 
The policy for another fund states, “the fixed income holdings rated lower than A3 or A- are limited to 25% of the 
fixed income portfolio at the time of purchase.” This same fund is limited to stock investments not to exceed 12% of 
the book value of its total invested assets. In addition, this fund’s, and another fund’s, IPS provides for a “2% 
portfolio limit for dollar denominated debt obligations of domestic and foreign corporations (Yankee bonds) and a 
3% portfolio limit in non-agency Mortgage Pass-through (MBS) securities.” One fund’s corporate risk is limited to 
investing 3% in any one name. The policy for five funds sets “investment limits to reduce the risk of loss on 
individual corporate bonds, investment purchases in any one credit will be limited to 1% of the market value of the 
fund at the date of purchase or 2% of the lowest projected fund balance before the securities mature, whichever is 
lower.” Limits are also set by corporate bond sector for these five funds. Investments by various governmental 
agencies, pooled as AOF, are excluded from the concentration of credit risk requirement. There was no 
concentration of credit risk exceeding these policy guidelines as of June 30, 2016. 


This concentration of credit risk includes the rated securities from Table 2 — Cash Equivalents and Table 4 — 
Investments. 


Foreign Currency Risk 

Foreign currency risk is the risk that changes in exchange rates will adversely affect the fair value of an investment. 
Although the MTIP, RFBP and MTRP do not have a formal policy to limit foreign currency risk, the MTIP policy 
provides for the “external managers to hedge currency in a defensive manner. The managers are not allowed to 
engage in currency speculation, such as over-hedging, reverse hedging, cross-hedging or other trading activity not 
specifically aimed at minimizing risk versus their benchmark or preserving the US dollar value of investments. The 
Managers’ Investment Guidelines provide for currency hedging and emerging market limitations. At the Pool level, 
MTIP will be managed on an un-hedged basis.” The MPEP policy does not address foreign currency risk, but 
identifies “country risk as including all of the risks associated with international alternative investments along with 
the political, economic and currency risks associated with investing outside of the United States.” As of the June 30, 
2016, exchange date, BOI’s foreign currency exposure by forward contracts, deposits and investment type are 
reported, in US dollars, at fair value in the tables in section C of this note excluding the foreign investments 
denominated in US dollars for the American Depositary Receipts (ADRs), sovereign debt and commingled index 
funds. 


Interest Rate Risk 

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an investment. In 
accordance with GASB Statement No. 40, BOI uses effective duration as a measure of interest rate risk for the Bond 
Pool and AOF portfolios. BOI’s analytic software uses “an option-adjusted measure of a bond’s (or portfolio’s) 
sensitivity to changes in interest rates. Duration is the average percentage change in a bond’s price for a given 
change in interest rates. Prices move inversely to interest rates. The effective duration method incorporates the effect 
of embedded options for bonds and changes in prepayments for mortgage-backed securities (including pass-through 
securities, Collateralized Mortgage Obligation, and Adjustable Rate Mortgage securities).” Per policy, the TFIP and 
CIBP’s duration are to remain within 20% of the established Index duration. Duration for two fixed income external 
managers must be within 25% of the established Index duration. MDEP domestic equity managers are allowed to 
maintain up to 5% of assets in short-term investments and index domestic equity managers are allowed to maintain 
up to 3% of assets in short-term investments and individual securities. MTIP international equity managers are 
allowed to maintain up to 5% of assets in short-term investments. With the exception of three funds, the AOFs’ 
investment policies do not formally address interest rate risk. One fund limits securities to three years to maturity 
and repurchase agreements seven days to maturity. A second fund’s policy sets an average duration range of 2-5 
years for fixed income securities except in extraordinary circumstances where a shorter duration may be advisable. 
A third fund’s policy limits securities to 1-5 year US Treasury/Agency securities tolerating modest interest rate risk. 


Eight funds have the “ability to assume interest rate risk.” According to the STIP investment policy “the STIP 
portfolio will minimize interest rate risk by: 


1. structuring the investment portfolio so securities mature to meet cash requirements for ongoing operations 
thereby normally avoiding the need to sell securities on the open market prior to maturity; 

2. maintaining a dollar-weighted average portfolio maturity (WAM) of 60 days or less (for this purpose, the 
date to the next coupon reset date will be used for all floating or variable rate securities); and 

3. STIP will maintain a reserve account.” 


The fixed coupon holdings in the Bond Pools and AOF accounts pay a fixed rate of interest until maturity while 
floating rate securities pay a variable rate of interest until maturity. As of June 30, 2016, these three portfolios and 
the STIP portfolio held certain variable rate issues. Interest payments on these securities are based on an underlying 
reference rate, e.g., LIBOR. 


RFBP, TFIP, and AOF investments are categorized to disclose credit and interest rate risk as of June 30, 2016. 
Credit risk is disclosed using the weighted credit quality rating by investment type. Interest rate risk is disclosed 
using weighted effective duration. If a bond investment type is unrated, the quality type is indicated by NR (not 
rated). The credit quality ratings have been calculated excluding non-rated investment types. NA (not applicable) 
indicates if duration has not been calculated. The Standard & Poor (S&P) rating service provides the credit ratings 
presented in the later tables. If an S&P rating is not available, a NRSRO rating is used. 


STIP investments are categorized to disclose credit risk and weighted average maturity (WAM) as of June 30, 2016. 
Credit risk reflects the weighted security quality rating by investment type as of the June 30 report date. If a security 
investment type is unrated, the quality type is indicated by NR (not rated). Although the STIP investments have been 
rated by investment security type, STIP, as an external investment pool, has not been rated. The short-term credit 
ratings, provided by S&P’s rating services, are presented. An A1+ rating is the highest short-term rating by the S&P 
rating service. STIP interest rate risk is determined using the WAM method. The WAM measure expresses 
investment time horizons — the time when investments are due or reset and payable in days, months or years — 
weighted to reflect the dollar size of the individual investments within an investment type. The WAM is calculated 
in days. 


Legal and Credit Risk 


STIP 

In January 2007, BOI purchased a $25 million par issue of Orion Finance USA. In April 2007, BOI purchased two 
issues of Axon Financial Funding totaling $90 million par and another $25 million par issue of Orion Finance USA. 
As of June 30, 2007, these Structured Investment Vehicle (SIV) securities held in the STIP portfolio carried a 
combined amortized cost of $140 million representing 5.02% of the total portfolio. At the time of purchase and as of 
June 30, 2007, these four issues received the highest investment grade rating of AAA by S&P and Aaa by Moody’s. 
Since June 30, 2008, and through June 30, 2010, these issues carried a D rating by S&P. On November 20, 2007, 
Axon Financial Funding declared an insolvency event. Orion Finance USA declared an insolvency event on January 
14, 2008. On the January and April 2008 maturity dates, these securities matured at their amortized cost of $140 
million. 


BOI determined it to be in the best interest of the STIP to hold these securities in the investment portfolio. In May 
2016, BOI wrote-off the entire outstanding SIV balance of $23.6 million against the STIP reserve. Any further 
flows of either principal or interest will be deemed as recovery monies and be applied to the STIP reserve. From 
May 31, 2016 until June 30, 2016, $4.4 million was recorded as recovery monies and applied to the STIP reserve. 


Axon Financial Funding payments totaled $27.5 million from November 2008 to October 2011. On July 6, 2010, 
Axon Financial Funding foreclosed with the issuance of a promissory note for $66.8 million from AFF Financing 
LLC with a July 5, 2011, maturity date. BOI, with the majority of other holders, elected on June 3, 2015 to extend 
the AFF Financing LLC promissory note maturity date to July 2, 2016. Similar one-year extensions have been 
granted since 2011. In June and December 2009, BOI applied $13.5 million, in total, from the STIP reserve to the 
outstanding principal for the Axon Financial Funding securities. Fiscal year 2016 payments through May 30, 2016 
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from AFF Financing LLC totaled $3.2 million consisting of $3.1 million in principal and $71 thousand in interest. 
As of June 30, 2016, the AFF Financing LLC, classified as an Other Asset-Backed security, had no outstanding 
amortized cost balances. Refer to Note 17 — Subsequent Events for additional information. 


On October 14, 2009, BOI received its initial payment from Orion Finance USA. From this date through November 
2010, payments from Orion Finance USA included principal of $13.4 million and interest compensation of $1.8 
million in excess of the $904 thousand accrued interest receivable for a total of $16.1 million. In November 2010, 
Orion Finance Corporation “granted a security interest in substantially all of its assets (the Collateral) to the Bank of 
New York Mellon, as Security Trustee.” On December 8, 2010, the Security Trustee conducted “a public sale of 60 
structured credit and 7 financial securities including but not limited to asset-backed securities, collateralized debt 
obligations, collateralized loan obligations and residential mortgage backed securities included within the 
Collateral.” BOI participated in the sale and collectively holds these individual securities as Orion Finance. In June 
and December 2009, BOI applied $7.5 million, in total, from the STIP reserve to the outstanding principal for the 
Orion Finance USA securities. From December 2010 through May 31, 2016, BOI received principal and interest 
payments of $17.0 million and $2.9 million, respectively. As of June 30, 2016, the Orion Finance collective 
holding, classified as Other Asset-Backed, had no outstanding amortized cost balance. Refer to Note 17—Subsequent 
Events for additional information. 


STIP, Bond Pool and AOF 
The Federal National Mortgage Association and Federal Home Loan Mortgage Corp. remain in conservatorship 
from September 7, 2008. 


Bond Pool and AOF 

On September 14, 2008, Lehman Brothers filed for Chapter 11 bankruptcy. The Bond Pool and AOF portfolios held 
a $15 million position in a Lehman Brothers Holdings, Inc., variable rate security with a May 25, 2010, maturity. 
The AOF portfolio also includes a $5 million position in Lehman Brothers Holdings, Inc., 5% rate, and January 14, 
2011, maturity. As of September 30, 2008, the book value of these bond positions was written down to 80% of par. 
On October 30, 2008, the book value of these bonds was further written down to 65% of par. Four additional write 
downs occurred during fiscal year 2009. In May 2009, BOI sold a $5 million position in Lehman Brothers Holdings, 
Inc., variable rate security, held by the RFBP internally managed bond portfolio. This holding, written down to $1 
million, was sold at a loss of $313 thousand. As of June 30, 2011, the book value of the remaining bonds represented 
20% of par. BOI sold the $5 million AOF position in Lehman Brothers Holdings, Inc. 5% rate, January 14, 2011, 
maturity at a price of $26 on December 6, 2011. Because the bonds were previously written down to a price of $20, 
this sale generated a gain of $322 thousand. 


For the remaining $10 million variable rate position in Lehman Brothers Holdings, Inc. held in the TFIP and AOF 
portfolios, BOI applied $519 thousand in principal from the October 2013 bankruptcy payment resulting in a book 
value of $1 each as of June 30, 2014. These positions were sold in June 2016 for $765 thousand. Because these 
bonds were previously written down to $1, this sale generated a gain of $765 thousand. For fiscal year ending June 
30, 2016, BOI recorded a $238 thousand dollar October 2015 payment and a $68 thousand March 2016 payment to 
gain. 


In August 2011, S&P downgraded the US AAA bond rating to AA+. 


Derivative Instruments 

A credit default swap is a contract to transfer credit exposure of fixed income products between parties. A foreign 
currency forward is a contract to purchase one currency and sell another at an agreed upon exchange rate. Fair value 
represents the unrealized appreciation/depreciation on foreign currency forward transactions pending as of year-end 
and is the difference between the execution exchange rate and the prevailing exchange rate as of the report date. 
Index futures long are an agreement to buy, on a stipulated future date, a specific amount of an indexed financial 
instrument. Rights represent a privilege granted to existing shareholders to subscribe to shares of a certain security at 
a specified price. 


Counterparty Credit Risk 
Counterparty credit risk is the risk that the counterparty will not fulfill its obligations. 
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STIP Reserve 

In November 2007, the STIP reserve account was established. The STIP reserve account may be used to offset 
losses within the STIP portfolio. STIP distributes income to STIP participants based on accrued interest and discount 
amortization, net of fees and STIP reserve expense. The STIP reserve expense is detailed as follows: 


STIP Reserve Expense 


(in thousands) 
Other income 
Accrued interest received on SIV related assets (7/1/2015 — 5/31/2016) $ 535 
Recovery from sale of SIV related assets 4,097 
Recovery from SIV related assets (6/1/2016 — 6/30/2016) 320 
Realized gains on sale of any STIP asset 257 
Daily reserve accrual 2,928 
Total reserve expense $ 8,137 
SIV write off (23,585) 
Change in STIP Reserve $ (15,448) 


In May 2016, BOI wrote-off the entire outstanding SIV balance of $23.6 million against the STIP reserve. Any 
further flows of either principal or interest will be deemed as recovery monies and be applied to the STIP reserve. 
The STIP reserve balance was $13.1 million as of June 30, 2016. 


(2) The EDB deposits and investments are restricted by the bond trust indentures to the following: government and 
agency obligations, certificates of deposits, repurchase agreements, and investment agreements. Deposits and 
investments must be made with Montana banks or in the STIP administered by BOI. 


Credit Risk - Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its obligation. 
The EDB’s US government direct-backed securities, consisting of US Treasury notes and bills, are guaranteed 
directly by the US government. Obligations of the US government or obligations explicitly guaranteed by the US 
government are not considered to have credit risk and do not require disclosure of credit quality per GASB 
Statement No. 40. The credit ratings are provided by the S&P rating service. If an S&P rating is not available, a 
Nationally Recognized Securities Rating Organization (NRSRO) rating is used. The EDB does not have a formal 
investment policy addressing credit risk for Permitted Investments as provided in the Indenture or investment in the 
STIP. Permitted Investments, as described in the Indenture, include “either (i) long term obligations of such bank, 
trust company or association are rated in one of the three highest investment category of the Standard & Poor’s 
Corporation or Moody’s Investor Service Inc., which investment category shall not be less than the prevailing rate 
on the Bonds or (ii) the deposits are continuously secured as to principal, but only to the extent not insured by the 
Bank Insurance Fund or the Savings Association Insurance Fund, or any successor to either, of the Federal Deposit 
Insurance Corporation (FDIC).” BOI’s STIP investment policy specifies that STIP securities have a minimum of 
two credit ratings as provided by Standard and Poor’s, Moody’s, or Fitch that meet the minimum as stated in the 
STIP policy depending on the type of investment. 


Custodial Credit Risk — Custodial credit risk is the risk that, in the event of the failure of the counterparty to a 
transaction, BOI will not be able to recover the value of the investment or collateral securities that are in the 
possession of an outside party. 


Cash — Custodial risk for cash is the risk that, in the event of the failure of the custodial financial institution, the cash 
or collateral securities may not be recovered from an outside party. The securities used as collateral are held by US 
Bank’s Trust Department in the name of BOI. 


Investments - As of June 30, 2016, EDB securities were recorded in book entry form in the name of US Bank 
National Association as Trustee for BOI by specific account. The EDB does not have a policy addressing custodial 
credit risk for deposits and investments, specifically, uninsured, collateralized deposits. 


Concentration of Credit Risk - Concentration of credit risk is the risk of loss attributed to the magnitude of any 
single investment per issuer name. The EDB investments directly issued or explicitly guaranteed by the US 
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government and investments in mutual funds are excluded from the concentration of credit risk requirement. The 
STIP Investment Policy limits concentration of credit risk by limiting portfolio investment types to 3% in any issuer 
with the exception of US Treasury and US Agency securities as well as any repurchase agreements with a financial 
institution. As of June 30, 2016, STIP concentration risk was within the policy as set by BOI. 


Interest Rate Risk - Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an 
investment. The EDB does not have a formal investment policy addressing interest risk for Permitted Investments as 
provided in the Indenture or the cash equivalent investment in the STIP. The EDB’s Bond Indenture does not 
address interest rate risk. In accordance with GASB Statement No. 40, BOI has selected the effective duration 
method to disclose interest rate risk. 


According to the STIP Investment Policy “the STIP portfolio will minimize interest rate risk by: 


1. structuring the investment portfolio so securities mature to meet cash requirements for ongoing operations 
thereby normally avoiding the need to sell securities on the open market prior to maturity; 

2. maintaining a dollar-weighted average portfolio maturity (WAM) of 60 days or less (for this purpose, the 
date to the next coupon reset date will be used for all floating or variable rate securities); and 

3. STIP will maintain a reserve account.” 


The EDB investments are categorized to disclose credit and interest rate risk as of June 30, 2016. Credit risk is 
disclosed using the weighted credit quality rating by investment type. Interest rate risk is disclosed using weighted 
effective duration as calculated by BOI. If a bond investment type is unrated, the quality type is indicated by NR 
(not rated). The credit quality ratings have been calculated excluding non-rated investment types. NA (not 
applicable) indicates if duration has not been calculated. Both the credit quality ratings and duration have been 
calculated excluding cash equivalents with credit ratings of NR or NA duration calculations. There were no 
derivative transactions during the 2016 fiscal year for investments held by the trustee. 


B. Cash/Cash Equivalents 
(1) Cash Deposits — The State requires collateralization based on the average daily bank balance in the depository 
bank holding the main state bank account. For other depository banks, state statutes require collateralization at 50% 


of the bank balance. The cash deposits amount includes both primary government and component unit deposits. 


Table 1 - Cash Deposit Amounts 
(in thousands) 


Carrying 

Amount 
Cash held by State/State's agent $109,412 
Uninsured and uncollateralized cash 7,316 
Undeposited cash 627 
Cash in US Treasury 296,156 
Cash in MSU component units 8,503 
Cash in UM component units 13,854 
Less: outstanding warrants (33,622) 

$402,246 


As of June 30, 2016, the carrying amount of deposits for component units was $224.4 million as included in Table 1. 


(2) Cash Equivalents — consists of cash in the State Treasury invested by individual funds in the Short-term 
Investment Pool (STIP), the State Treasurer’s pooled cash account, and in identifiable securities and investments 
considered to be cash equivalents. Cash equivalents, generally, are short-term, highly liquid investments with 
original maturities of three months or less. Cash equivalents may be under the control of BOI or other agencies, as 
allowed by law. Beginning with the period of June 30, 2016, the STIP portfolio is shown at fair value. 


Table 2 - Cash Equivalents 
(in thousands) 


Credit WAM 
Fair Quality in 
Value Rating Days 
Asset backed commercial paper $ 786,486 Al 22 
Corporate commercial paper 262,021 Al 82 
Corporate — variable 467,046 Al 45 
Certificate of deposit — fixed 25,004 Al 15 
Certificate of deposit - variable 500,023 Al 47 
US government agency fixed 311,621 Al+ 75 
US government agency variable 263,901 Al+ 16 
Money market fund unrated 157,268 NR 1 
Money market fund rated 189,003 Al+ 1 
US Bank repurchase agreement (1) 7,830 NR 0 
State Street Bank repurchase agreement (1) 5,079 AA- 0 
Treasuries 75,122 Al+ 133 
US government direct obligations 60,189 0 NA 
Less: STIP included in pooled investment balance (94,265) NR NA 
Total cash equivalents (3) $3,016,328 41 
Securities lending collateral investment pool (2) $ 11,844 NR 32 


(1) As of June 30, 2016, the US Bank sweep repurchase agreement was collateralized at 102% for $8.0 million by a Federal Loan Mortgage 
Corporation Gold securities maturing November 1, 2024 and July 1, 2024. The security carries an AA+ credit quality rating. At June 30, 
2016, The State Street Bank Repurchase Agreement was collateralized at 102% for $5.2 million by a US Treasury security maturing 
October 31, 2017. This security carries AA+ quality rating. 


(2) As of June 30, 2016, the fair value of the cash equivalents was $12.6 million. Collateral provided for the cash equivalents totaled $11.8 
million in cash. See also the Table 4 disclosed in Note 3 D - Investments. 


(3) As of June 30, 2016, local governments had invested $889.8 million and component units of the State of Montana had invested $464.3 
million in STIP. 
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C. Equity in Pooled Investments 


These securities consist of investments held by BOI in pooled investment funds. The Montana Domestic Equity Pool 
(MDEP), Trust Funds Investment Pool (TFIP), Retirement Funds Bond Pool (RFBP), Montana International Equity 
Pool (MTIP), Montana Private Equity Pool (MPEP), and Montana Real Estate Pool (MTRP) were created to allow 
qualifying funds to participate in diversified investment pools. Purchases are subject to the statutorily mandated 
“Prudent Expert Principle” (see Table 3 — Equity in Pooled Investments). 


Table 3 - Equity in Pooled Investments 
(in thousands) 


Carrying Fair 
Amount Value 
RFBP: 
Retirement Funds Bond Pool $ 2,279,159 $ 2,372,717 
TFIP: 
Trust funds investment pool 2,161,265 2,344,489 
MDEP: 
Private equity pool 2,527,530 3,778,004 
MTIP: 
International equity pool 1,412,249 1,544,017 
MPEP: 
Private equity pool 1,043,178 1,116,761 
MTRP: 
Real estate pool 789,833 925,217 
Total pooled investments 10,213,214 12,081,205 
Pool adjustments (net) (4,766) (4,766) 
Total equity in pooled investments $10,208,448 $12,076,439 


As of June 30, 2016, the fair value of the underlying securities on loan was $815.4 million. Collateral provided for the securities on 
loan totaled $834.2 million consisting of $305.0 million in cash and $529.2 million in securities. 


As of June 30, 2016, component units of the State of Montana had equity in pooled investments with a book value of $5.0 billion 
and a fair value of $9.8 billion as included in Table 3. 


As of June 30, 2016, local governments invested $13.1 million in TFIP. 


State of Montana investments are categorized below to disclose credit and interest rate risk as of June 30, 2016, as 
required for applicable pools. Credit risk reflects the bond quality rating, by investment type, as of June 30 report 
date. Interest rate risk is disclosed using effective duration. If a bond investment type is unrated, the quality type is 
indicated by NR (not rated). The credit quality ratings have been calculated excluding non-rated investment types. If 
duration has not been calculated, duration is indicated by NA (not applicable). 


RFBP 
Credit Quality Rating and Effective Duration as of June 30, 2016 
(in thousands) 
Credit 
Fair Quality Effective 

Security Investment Type Value Rating Duration 
Treasuries $ 540,362 AAt+ 8.20 
Agency/Government Related 115,557 AA- 6.87 
Asset Backed Securities 109,847 AAA 2.20 
Mortgage Backed Securities 407,828 AA+ 3.45 
Commercial Mortgage Backed Securities 245,271 AAt+ 5.39 
Financial —- Corporate 268,301 BBB+ 3.77 
Industrial - Corporate 519,683 BBB 6.05 
Utility - Corporate 47,020 BBB+ 5.90 
Short Term Investment Pool (STIP) 16,449 NR 0.11 
State Street Short Term Investment Fund (STIF) 95,512 AAA 0.07 
Other 131 NR 4.34 
Total fixed-income investments $ 2,365,961 AA- 5.38 
Direct Investments 
Montana Mortgages 6,756 NR NA 
Preferred Stock (1) - 
Common Stock (1) - 

Total Direct Investments $ 6,756 
Total Investments $ 2,372,717 
Securities lending collateral investment pool $ 83,090 NR 0.12 


Due to a May 2012 bankruptcy restructuring, the RFBP received 259 shares of common stock and 400 warrants for an investment. As 
of June 30, 2016 the RFBP still held the 400 warrants at a fair value of $0 with an expiration of May 17, 2017. 


TFIP 
Credit Quality Rating and Effective Duration as of June 30, 2016 
(in thousands) 
Credit 
Fair Quality Effective 
Security Investment Type Value Rating Duration 
Treasuries $ 503,524 AAt+ 7.57 
Agency/Government Related 108,132 AA- 7.54 
Asset Backed Securities 112,313 AAA 2.26 
Mortgage Backed Securities 493,374 AAt+ 3.73 
Commercial Mortgage Backed Securities 164,887 AAA 5.32 
Financial — Corporate 213,578 A- 4.94 
Industrial - Corporate 367,152 A- 6.67 
Utility - Corporate 53,823 BBB+ 6.07 
Short Term Investment Pool (STIP) 48,310 NR 0.11 
Core Real Estate 177,581 NR NA 
High Yield Bond Fund 101,815 Bt 4.26 
Total Investments $2,344,489 AA- 5.39 
Securities lending collateral investment pool $ 27,613 NR 0.08 
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STIP 
Credit Quality Rating and Weighted Average of Maturity as of June 30, 2016 
(in thousands) 
Credit 
Fair Quality WAN in 
Security Investment Type Value Rating Days 
Treasuries $ 75,122 A-1+ 133 
Asset Backed Securities 786,486 A-1 22 
Corporate Commercial Paper 262,021 A-1 82 
Corporate Variable Rate 467,046 A-1 45 
Certificates of Deposit Fixed Rate 25,004 A-1 15 
Certificates of Deposit Variable Rate 500,023 A-1 47 
US Government Agency Fixed 241,350 A-1+ 75 
US Government Agency Variable Rate 263,901 A-1+ 16 
Money Market Funds (unrated) 13,143 NR ue 
Money Market Funds (rated) 189,003 A-1+ 1 
Total Investments $2,823,099 A-1 41 
Securities lending collateral investment pool $ 11,844 NR 32 


State of Montana investments are measured at fair value and categorized within the fair value hierarchy established 
by GASB Statement No. 72 — Fair Value Measurement and Application, as defined below. Each of the investment 
pools has the following recurring fair value measurements as of June 30, 2016. 


Level 1 — Quoted prices for identical assets or liabilities in active markets. 

Level 2 — Prices determined using inputs, other than quoted prices included within Level 1 that are observable for an 
asset or liability, either directly or indirectly. 

Level 3 — Prices are determined using unobservable inputs. 


Investments by fair value level 


Fixed income investments: 
Treasuries 
Agency/Government Related 
Asset Backed Securities 
Mortgage Backed Securities 
Commercial Mortgage Backed Securities 
Financial-Corporate 
Industrial-Corporate 
Utility-Corporate 

Total fixed income investments 
Direct investments 
Montana Mortgages 
Investment derivative instruments 
Other 
Credit default swaps 


Total investments by fair value level 


Investments measured at the net asset value (NAV) 


Short Term Investment Pool (STIP) 
Total investments at fair value 


Investments measured at Cost 


State Street Short Term Investment Fund (STIF) 


Total investments managed 


RFBP Investments Measured at Fair Value 
(in thousands) 


Fair Value Measurements Using 
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Quoted prices in Significant 
Active Markets for Significant Other Unobservable 
June 30, Identical Assets Observable Inputs Inputs 
2016 (Level 1) (Level 2) (Level 3) 
$ 540,362 $540,362 $ $ 
115,557 - 115,557 - 
109,847 - 109,847 - 
407,828 - 407,828 - 
245,271 - 245,271 - 
268,301 - 268,301 - 
519,683 - 519,683 - 
47,020 - 47,020 - 
$2,253,869 $540,362 $1,713,507 $- 
6,756 - - 6,756 
131 - 131 - 
$2,260,756 $540,362 $1,713,638 $6,756 
16,449 
$2,277,205 
95,512 
$2,372,717 
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TFIP Investments Measured at Fair Value 
(in thousands) 


Fair Value Measurements Using 


Quoted prices in Significant 
Active Markets for Significant Other Unobservable 
June 30, Identical Assets Observable Inputs Inputs 
2016 (Level 1) (Level 2) (Level 3) 
Investments by fair value level 
Fixed income investments: 
Treasuries $ 503,524 $503,524 $ - $ 
Agency/Government Related 108,132 - 108,132 
Asset Backed Securities 112,313 - 112,313 
Mortgage Backed Securities 493,374 - 493,374 
Commercial Mortgage Backed 
Securities 164,887 - 164,887 
Financial-Corporate 213,579 - 213,579 
Industrial-Corporate 367,152 - 367,152 
Utility-Corporate 53,822 - 53,822 
Total fixed income investments $2,016,783 $503,524 $1,513,259 $ 
Investments measured at the net asset value (NAV) 
Core Real Estate 177,581 
High Yield Bond Fund 101,815 
Short Term Investment Pool (STIP) 48,310 
Total investments measured at NAV 327,706 


Total investments at fair value $2,344,489 
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MDEP Investments Measured at Fair Value 


(in thousands) 
Fair Value Measurements Using 
Quoted prices in Significant 
Active Markets for Significant Other Unobservable 
June 30, Identical Assets Observable Inputs Inputs 
2016 (Level 1) (Level 2) (Level 3) 
Investments by fair value level 
Equity Investments: 
Consumer discretionary $ 213,111 $ 213,111 $ - $ 
Consumer staples 95,760 95,760 - 
Energy 84,519 84,519 - 
Financials 223,297 223,297 - 
Health care 185,821 185,821 - 
Industrials 180,373 180,373 - 
Information technology 288,559 288,559 - 
Materials 81,730 81,730 - 
Mutual Funds 71,946 71,946 - - 
Telecommunication services 29,197 29,197 - 
Utilities 31,564 31,564 - 
Venture Capital 1,568 1,568 - 
Total equity investments by fair value 
level $1,487,445 $ 1,487,445 $ : $ 
Investments measured at the net asset value (NAV) 
Commingled equity index funds 2,154,363 
Total investments at fair value $3,641,808 


Investments measured at Cost 
Cash equivalents 136,196 
Total investments managed $3,778,004 
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MTIP Investments Measured at Fair Value 
(in thousands) 


Fair Value Measurements Using 


Quoted prices in Significant 
Active Markets for Significant Other Unobservable 
June 30, Identical Assets Observable Inputs Inputs 
2016 (Level 1) (Level 2) (Level 3) 
Investments by fair value level 
Equity investments: 
Consumer discretionary $ 72,208 $ 72,208 $ - $ - 
Consumer Staples 53,079 53,079 - 
Energy 30,226 30,226 - 
Financials 92,321 92,321 - 
Health care 44,139 44,139 - 
Industrials 61,048 61,048 - 
Information technology 61,111 61,111 - - 
Materials 20,465 20,465 - 
Mutual funds 78,087 78,087 - - 
Telecommunication services 14,114 14,114 - 
Utilities 5,240 5,240 - 
Total equity investments by fair value $ 532,038 $532,038 $ $ 
Investments measured at the net asset value (NAV) 
Commingled equity index funds 973,032 
Total investments at fair value $1,505,070 


Investments measured at Cost 
Cash equivalents 38,947 
Total investments managed $1,544,017 


MPEP Investments Measured at Fair Value 


(in thousands) 


Fair Value Measurements Using 
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Quoted prices in Significant 
Active Markets for Significant Other Unobservable 
June 30, Identical Assets Observable Inputs Inputs 
2016 (Level 1) (Level 2) (Level 3) 
Investments measured at the net asset value (NAV) 
Private equity-private equity partnerships $1,055,015 
Total investments measured at NAV 1,055,015 
Total investments at fair value $1,055,015 
Investments measured at Cost 
State Street Short Term Investment Fund 
(STIF) 61,746 
Total investments measured at cost 61,746 
Total investments managed $1,116,761 
MTRP Investments Measured at Fair Value 
(in thousands) 
Fair Value Measurements Using 
Quoted prices in Significant 
Active Markets for Significant Other Unobservable 
June 30, Identical Assets Observable Inputs Inputs 
2016 (Level 1) (Level 2) (Level 3) 
Investments by fair value level 
Direct Real Estate $18,723 $ - $ - $18,723 
Total Investments by fair value level $ 18,723 - $18,723 
Investments measured at the net asset value (NAV) 
Core Real Estate 333,648 
Opportunistic 101,712 
Timber 103,849 
Value Added 337,779 
Short Term Investment Pool (STIP) 29,506 
906,494 

Total investments managed $925,217 
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STIP Investments Measured at Fair Value 
(in thousands) 


Fair Value Measurements Using 


Quoted prices in Significant 
Active Markets for Significant Other Unobservable 
June 30, Identical Assets Observable Inputs Inputs 
2016 (Level 1) (Level 2) (Level 3) 
Investments by fair value level 
Fixed income investments: 
Treasuries $ 75,122 $75,122 $ $ - 
Asset Backed Securities 786,486 - 786,486 - 
Corporate Commercial Paper 262,021 - 262,021 
Corporate Variable Rate 467,046 - 467,046 - 
Certificates of Deposit Fixed Rate 25,004 - 25,004 - 
Certificates of Deposit Variable Rate 500,023 - 500,023 - 
US Government Agency Fixed 241,350 - 241,350 
US Government Agency Variable Rate 263,901 - 263,901 
Total investments by fair value level (1) $2,620,953 $75,122 $2,545,831 $ 


Investments measured at cost 


Money Market Funds (Unrated) 13,143 
Money Market Funds (Rated) 189,003 
Total investments measured at cost 202,146 
Total investments by fair value level (1) $2,823,099 


(1) 


STIP is reported in Table 2 - Cash Equivalents 


RFBP, MDEP, MTIP, STIP and AOF - Fixed income investments classified in Level 1 of the fair value hierarchy 
are valued using prices quoted in active markets for those securities. Fixed income investments 
classified in Level 2 of the fair value hierarchy are valued using a matrix pricing technique. Matrix 
pricing is used to value securities based on the securities’ relationship to benchmark quoted prices. 


RFBP — Montana Mortgages classified in Level 3 of the fair value hierarchy are present value adjusted. 
MTRP — Direct real estate classified in Level 3 of the fair value hierarchy for the fiscal year ended June 30, 2016. 


Pools and AOF — Investments measured at cost are included to account for all investments within each pool and 
AOF. 


The investments measured at NAV for the year ended June 30, 2016 are detailed below. 


Investments Measured at NAV (in thousands) 


Redemption 
Unfunded Frequency (lf Redemption 
Fair Value Commitments currently Eligible) Notice Period 
RFBP 
Short Term Investment Pool $ 16,449 $ = Daily 1 day 
TFIP 
Core Real Estate 177,581 - Monthly, quarterly 45-90 days 
High Yield Bond Fund 101,815 - Monthly 30 days 
Short Term Investment Pool 48,310 - Daily 1 day 
Total investments measured at NAV $ 327,706 $ 7 
MDEP 
Commingled equity index funds $2,154,363 $ - Daily 1 day 
MTIP 
Commingled equity index funds $ 973,032 $ - Daily 1 day 
MPEP 
Private equity — private equity 
partnerships $1,055,015 $729,269 
MTRP 
Core Real Estate 333,648 - Monthly, quarterly 45-90 days 
Opportunistic 101,712 87,583 
Timber 103,849 45 
Value added 337,779 96,888 
Short Term Investment Pool 29,506 - Daily 1 day 
Total investments measured at NAV $ 906,494 $184,516 
AOF 
Core Real Estate 90,312 - Monthly, quarterly 45-90 days 
Commingled equity index funds 156,693 - Daily 1 day 
Total investments measured at NAV $ 247,005 $ - 


STIP — This investment program is managed and administered under the direction of BOI as authorized by the 
Unified Investment Program. It is a commingled pool for investment purposes and requested redemptions from the 
pool are redeemed the next business day. The fair values of the investments in this category have been determined 
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using the NAV per share (or its equivalent) of the investment. For the fiscal year ended June 30, 2016, refer to the 
STIP Investments Measured at Fair Value table. 


Commingled Equity Index Funds — This type consists of institutional investment funds that invest in domestic 
equities and funds that invest in international equities. The fair values of these investments use the NAV per share 
(or its equivalent) of the investments. 


High Yield Bond Fund - This type consists of predominantly US corporate credits, whether in the form of bonds or 
loans that are rated below investment grade. These assets carry a higher risk of default than investment grade 
securities and accordingly provide a higher level of income or yield commensurate with that risk. The fair values of 
these investments use the NAV per share (or its equivalent) of the investments. 


Core Real Estate - This type includes funds that invest primarily in core real estate, which makes equity investments 
in operating and substantially-leased institutional quality real estate in traditional property types (apartments, office, 
retail, industrial and hotel) via commingled funds. The primary investment objectives of these core real estate funds 
are to invest in real estate that will generate income from predictable sources of revenue and not to realize gains on 
the underlying assets. This investment type receives distributions of generated income and occasionally through the 
liquidation of the underlying assets of the fund. The fair values of these investments use the NAV per share (or its 
equivalent) of BOI’s ownership interest in the partners’ capital. Redemption of these investments is restricted based 
on the availability of cash flow arising from investment transactions, sales, and other fund operations occurring in 
the ordinary course of business. Therefore, requested redemptions from a fund will be redeemed as funds become 
available. 


Value Added and Opportunistic - This type includes private partnership funds that primarily invest in value added 
and opportunistic real estate funds. These funds assume more risk than the core real estate funds in order to achieve 
a greater return on investment. Returns are driven both by current income and by expected capital appreciation. This 
investment type receives distributions of generated income and occasionally through the liquidation of the 
underlying assets of the fund. It is expected that the underlying assets of the funds will be liquidated over 7 to 10 
years. These investments can never be redeemed with the funds. The fair values of these investments use the NAV 
per share (or its equivalent) of BOI’s ownership interest in the partners’ capital. 


Timber - This type includes private partnership funds that primarily invest in timber funds. The underlying assets of 
these types of funds are typically made of tree farms and managed forest. Returns come from biological growth, 
upward product class movement, and appreciation in timber and land prices. This investment type receives 
distributions of generated income and occasionally through the liquidation of the underlying assets of the fund. It is 
expected that the underlying assets of the funds will be liquidated over 12 to 20 years. These investments can never 
be redeemed with the funds. The fair values of these investments use the NAV per share (or its equivalent) of BOI’s 
ownership interest in the partners’ capital. 


Private Equity Partnerships - This type includes investments in limited partnerships. Generally speaking, the types of 
partnership strategies included in this portfolio: venture capital, growth equity, buyouts, special situations, 
mezzanine, and distressed debt. These investments and are considered illiquid. Redemptions are restricted over the 
life of the partnership. During the life of the partnerships, distributions are received as underlying partnership 
investments are realized. It is expected that the underlying assets of the funds will be liquidated over 10 years. It is 
probable all of the investments in this type will be sold at an amount different from the NAV per share (or its 
equivalent) of BOI’s ownership interest in partners’ capital. 


The derivative instrument disclosures are described in the following paragraphs. The fair value balances and 
notional amounts of derivative instruments outstanding as of June 30, 2016, classified by type, and the changes in 


the fair value of such derivative instruments for the year ended June 30, 2016, are as follows (in thousands): 


Change in Fair Value 


Fair Value at June 30, 2016 


Fair Value 
Investment Derivatives (1) Classification Amount Classification Amount Notional 
Credit default swaps Investment Revenue $ 323 Swaps $ 131 4,320 
Currency forward contracts Investment Revenue 309 LT debt/equity - 
Index futures long Investment Revenue 205 Futures - 2 
Rights Investment Revenue 50 Equity 19 27 
Total Derivatives $ 887 $150 


(1) Acredit default swap is a contract to transfer credit exposure of fixed income products between parties. A foreign currency forward is a 
contract to purchase one currency and sell another at an agreed upon exchange rate. Fair value represents the unrealized 
appreciation/depreciation on foreign currency forward transactions pending as of year-end and is the difference between the execution 
exchange rate and the prevailing exchange rate as of the report date. Index futures long are an agreement to buy, on a stipulated future 
date, a specific amount of an indexed financial instrument. Rights represent a privilege granted to existing shareholders to subscribe to 
shares of a certain security at a specified price. 


Counterparty credit risk is the risk that the counterparty will not fulfill its obligations. The table below depicts 
BOI’s counterparty credit risk exposure to its investment derivatives and the applicable counterparty credit ratings 


and risk concentrations. 


Maximum Loss before and after Netting and Collateral (in thousands) 


Maximum amount of loss BOI would face in case of default of all counterparties, i.e. aggregated 
(positive) fair value of Over-the-Counter positions as of June 30, 2016 


Effect of collateral reducing maximum exposure 


Liabilities subject to netting arrangements reducing exposure 


Resulting net exposure 


Counterparty Name 
Goldman Sachs Capital 


Deutsche Bank London 
Westpac Banking Corp 
JP Morgan Chase Bank 
Royal Bank of Canada 
Citibank N.A. 
Royal Bank of Scotland 


Percentage of 
Net Exposure 
100% 


0% 
0% 
0% 
0% 
0% 
0% 


S&P Rating 


BBB+ 


$ 131 
$ 131 
Moody’s 
Fitch Rating Rating 

A A3 

NA NA 

NA NA 

NA NA 

NA NA 

NA NA 

NA NA 
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As of the June 30, 2016, exchange date, BOI’s foreign currency exposure by forward contracts, deposits and 
investment type are reported, in US dollars, at fair value in the table below excluding the foreign investments 
denominated in US dollars for the American Depositary Receipts, sovereign debt and commingled index funds. 


Foreign Currency Exposure by Country 


(in thousands) 
Foreign Currency Fixed Private Real 
Denomination Currency Income Equities Equity Estate 

Australian Dollar $ - $ - $ 18,844 $ - $ - 
Brazilian Real 175 - 15,267 - - 
Canadian Dollar 237 - 28,352 - - 
Czech Karuna 4 - - 

Danish Krone 21 - 9,264 - - 
EMU — Euro 57 - 80,373 25,528 6,617 
Hong Kong Dollar 179 - 17,308 - - 
Hungarian Forint 1 - - - - 
Indonesian Rupiah 5 - 481 - - 
Israeli Shekel - - 602 - - 
Japanese Yen 206 - 70,423 - - 
Korean Fortnit - - 1,064 - - 
Malaysian Ringgit 29 - 2,747 - - 
New Zealand Dollar 2 - - - - 
New Israeli Shegel - - 471 - - 
Norwegian Krone 17 - 3,761 - - 
Philippine Peso 11 - 2,457 - - 
Polish Zloty - - 1,637 - - 
Singapore Dollar 38 - 7,165 - - 
South African Rand 62 - 9,439 - - 
South Korean Won 48 - 11,240 - - 
Swedish Krona 1 - 21,151 - - 
Swiss Franc 93 - 19,371 - - 
New Taiwan Dollar - - 8,530 - - 
Thailand Baht - - 2,960 - - 
Turkish Lira 1 - 3,413 - - 
UK Pound Sterling 90 - 77,906 - - 
Total Cash and Securities $1,277 $- $414,226 $25,528 $6,617 


Investments in private equity and private real estate are usually made via Limited Partnership Agreements that 
involve many limited partners and a General Partner who is responsible for all investment decisions. The Limited 
Partners make an original commitment, after which capital is called as needed by the General Partner to make 
investments. These Agreements will usually last for a minimum of 10 years. The table below shows the remaining 
BOI commitments to private equity and private real estate funds. For further details on the balances as of June 30, 
2016, as shown below, please refer to BOI’s separately issued external investment pool financial statements. 


Commitments to Fund Managers 
(in thousands) 


Original Commitment Carrying Fair Value 
Commitment — Remaining Value 
MPEP Commitments $ 2,300,722 $ 729,269 $ 930,826 $ 985,853 
MTRP Commitments 681,118 184,516 308,391 327,754 


Total $ 2,981,840 $ 913,785 $1,239,217  $ 1,313,607 
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D. Investments 

Article VII of Montana's Constitution, with supporting statutes, authorizes BOI to manage the State's Unified 
Investment Program. Long-term investments are administered by the following agencies, as allowed by state law, 
Section 17-6-201, MCA: 


Long-term Investments 


Percent 
Department Administered 

Board of Investments 57.05% 
Universities 15.00 
MPERA (Montana Public Employee Retirement Administration) 19.30 
College Savings Plan 4.08 
Montana Board of Housing 2.67 
Other (1) 1.90 

Total 100.00% 


(1) | Other consists of the Commissioner of Higher Education, the Department of Administration, the Department of Natural Resources and 
Conservation, the Department of Public Health and Human Services, and State Auditor. 


BOI must employ the "Prudent Expert Rule" in managing the State's investment portfolio. Investments are presented 
at fair value. Investment fair values for publicly traded securities are determined primarily by reference to market 
prices supplied to BOI's custodial bank or trustee. State investments are categorized within the fair value hierarchy 
established by GASB Statement No. 72. 


The PERS Defined Contribution Retirement Plan and the Deferred Compensation Plan’s fixed assets were 
administered on behalf of the plans by Pacific Investment Management Company (PIMCO) and State Street Bank 
Kansas City (SSKC) and a third-party synthetic Guaranteed Interest Contract (GIC) providers, Transamerica Life 
Insurance Company (Transamerica), Prudential Insurance Company of America (Prudential) and Voya Retirement 
Insurance & Annuity Company (Voya). The third party record keeper, Empower ™ Retirement, tracks and reports 
the daily trading and valuations of all investment options, including the assets held by the individual mutual fund 
companies. When participants invest in the fixed investment, they are guaranteed a rate of return. All money 
invested in the Montana Fixed Fund (stable value investment option) of the PERS-DCRP and Deferred 
Compensation Plan are held in a Pooled Trust. The Pooled Trust assets are invested by PIMCO based on an 
investment guideline schedule as agreed upon in the Pooled Trust Contract and approved by the PERB, PIMCO, and 
any third party insurers, such as Transamerica, Prudential and Voya. Variable investments are held and managed by 
a selection of retail and institutional mutual funds, which cover all standard asset classes and categories. 
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Table 4 - Investments 
(in thousands) 


Quoted prices in Significant 
Fair Value Active Markets for Significant Other Unobservable 
June 30, Identical Assets Observable Inputs Inputs 
2016 (Level 1) (Level 2) (Level 3) 
Primary government 
Investments by Fair Value Level 
Corporate (1) $ 33,099 $ - $ 33,099 $ 
Agency/Government Related (1) 81,575 - 81,575 
Asset Backed Securities (1) 2,010 - 2,010 
Treasuries (1) 26,474 26,474 - - 
Government Securities 12,348 - 12,348 - 
Mortgaged Backed Securities (1) 14 - 14 
Other 41,079 - 41,079 - 
Total Investments at Fair Value $ 196,599 $ 26,474 $ 170,125 $ : 
Investments at cost 
MT Mortgages and Loans (4) 139,311 
Total Investments at Cost 139,311 
Total Primary Government 335,910 
Component units/fiduciary funds 
Investments by Fair Value Level 
Corporate (1) $ 674,206 $ . $ 674,206 $ - 
Asset Backed Securities (1) 62,949 - 62,949 - 
Mortgage Backed Securities (1) 3,586 - 3,586 
Agency/Government Related (1) 292,767 - 292,767 
Treasuries (1) 216,544 216,544 - 
529 College Savings Plan 127,820 - 127,820 
VEBA 4,908 - 4,908 - 
MSU Component Unit Investments (3) 197,019 82,199 4,055 110,765 
UM Component Unit Investments (3) 215,676 111,159 29,419 75,098 
Board of Housing (3) 83,767 7,033 76,733 - 
State Auditor 10,601 - 10,601 - 
Total Investments at Fair Value $1,889,843 $ 416,935 $1,287,044 $ 185,863 
Investments at Net Asset Value (NAV) 
Real Estate (1) $ 90,312 
Deferred Compensation (3) 448,142 
Defined Contribution (3) 156,884 
UM Component Unit Investments (3) 34,946 
Commingled equity index funds 156,693 
Total Investments at NAV $ 886,977 
Investments at Cost 
MSU Component Unit Investments (3) $ 22,814 
Total Investments at Cost $ 22,814 
Total Component Unit/Fiduciary 
Investments 2,199,634 
Total investments $3,135,544 
Securities Lending Investment Pool (2) $ 48,413 


(1) The credit quality rating and duration are included below for the rated investments. 

(2) Previously the Securities Lending Collateral Investment Pool was comprised of the Securities Lending Quality Trust Liquidity Pool and 

the Securities Lending Duration Pool. In March 2015 all holdings in the Securities Lending Duration Pool were sold. 

) For more detail, refer to component unit separately issued financial statements. 

(4) | The total for MT Mortgages and Loans does not include Coal Tax Trust loan, which was included on AOF financial statements. This 
amount of $10.6 million is considered advances to other funds in Coal Tax Severance column of governmental fund financial 
statements. 


As of June 30, 2016, the fair value of the investments on loan was $118.2 million. Collateral provided for the investments on loan totaled 
$120.8 million consisting of $48.4 million in cash and $72.4 million in securities. 


All Other Funds - Rated Securities 


Credit Quality Rating and Effective Duration as of June 30, 2016 


(in thousands) 


Credit 
Fair Quality Effective 
Security Investment Type (1) Value Rating Duration 
Treasuries $ 301,923 AAt+ 3.70 
Agency/Government Related 472,542 AA+ 2.85 
Asset Backed Securities 68,966 AAA 2.29 
Mortgage Backed Securities 3,600 AAt+ 2.03 
Financial — Corporate 351,912 A- 3.13 
Industrial - Corporate 285,488 A 4.28 
Utility - Corporate 42,080 BBB+ 3.66 
State Street Bank repurchase agreement (2) 5,079 AA- 0.00 
US Bank sweep repurchase agreement (3) 7,830 NR 0.00 
$1,539,420 AA- 3.35 
Direct Investments 
Equity Index Fund - Domestic $ 137,916 
Equity Index Fund — International 17,591 
Equity Index Fund - US Debt 1,186 
Total Equity Index Funds 156,693 
Core Real Estate 90,312 
MT Mortgages and Loans 149,897 
Total Direct Investments 396,902 
Total Investments 1,936,322 
Securities Lending Collateral Investment Pool $ 48,413 NR 0.08 


These rated securities are reported on both Table 2-Cash Equivalents and Table 4—Investments. 


The State Street Bank repurchase agreement was collateralized at 102% for $5.2 million by a US Treasury security maturing October 


31, 2017. This security carries AA+ quality rating. 


The US Bank repurchase agreement, per contract, was collateralized at 102% for $8.0 million by a Federal Home Loan Mortgage 


maturing November 1, 2024 and July 1, 2024. These securities carry AA+ credit quality rating. 


EDB - Rated Securities 
Credit Quality Rating and Effective Duration as of June 30, 2016 


(in thousands) 


Credit 

Fair Quality Effective 

Security Investment Type Value Rating Duration 
First American Government Obligation Fund $ 9,660 AAA 0.07 
First American Prime Obligation Fund 4,108 AAA 0.02 
Short Term Investment Pool (STIP) 102 NR 0.11 
US Government Indirect Obligations 9,401 AA+ 1.53 
Total Investments $ 23,271 AAA 0.65 
Securities Lending Collateral Investment Pool $ NR 0.09 
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NOTE 4. DISAGGREGATION OF ACCOUNTS RECEIVABLE, ACCOUNTS PAYABLE, DEFERRED 
OUTFLOWS OF RESOURCES AND DEFERRED INFLOWS OF RESOURCES 


Accounts receivable, accounts payable, deferred outflows of resources and deferred inflows of resources on the 
Statement of Net Position as of June 30, 2016, consisted of the following (in thousands): 


A. Accounts Receivables 


Governmental Activities 


Coal Federal Internal Nonmajor 
Severance Special General Service Land Governmental State Special 
Tax Revenue Fund Funds Grant Funds Revenue 
Charges for services/fines/forfeitures $ : $ 5,186 $ 31 = $ «434 $ $C $ 7,063 
Contributions/premiums - - - 2,432 - - 781 
Grants/contracts/donations - 9 - - - - - 
Investment income 3,026 529 173 1,797 3,569 11,209 
License and permits - - 8 - - - 8,602 
Other receivables 27,928 7,087 - 916 338 
Reimbursements/overpayments - 753 11,533 - - - 16,532 
Taxes 8,973 - 350,850 - - 2,242 58,526 
Total receivables 11,999 33,876 370,038 3,039 1,797 6,727 103,051 
Less: allowance for doubtful accounts (2,092) (125,519) (28) - (1) (20,928) 
Receivables, net $11,999 $31,784 $244,519 $3,011 $1,797 $6,726 $82,123 
Business-type Activities 
Economic 
Development Nonmajor Unemployment 
Bonds Enterprise Funds Insurance 

Charges for services $ E $24,890 $ - 

Contributions/premiums - 3,506 5,816 

Loans/investment income 11,160 111 - 

Other receivables - 90 - 

Reimbursements/overpayments : - 1,315 

Total receivables 11,160 28,597 7,131 

Less: allowance for doubtful accounts - (342) (3,451) 

Receivables, net $11,160 $28,255 $3,680 


B. Accounts Payables 
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Governmental Activities 


Federal Internal Nonmajor State 
Special General Service Governmental Special 
Revenue Fund Funds Funds Revenue 
Accrued Interest $ 3 $ 271 $ 52 $3,093 $ 40 
Payroll 7,841 20,933 3,478 47 18,709 
Tax refunds - 146,802 - - - 
Vendors/individual 207,993 84,028 14,138 4,432 100,826 
Payables, net $215,837 $252,034 $17,668 $7,572 $119,575 


Business-type Activities 


Economic Nonmajor 
Development Enterprise © Unemployment 
Bonds Funds Insurance 
Accrued Interest $169 $ 4 $ 
Payroll 21 963 - 
Vendors/individuals 1 20,093 3,113 
Payables, net $191 $21,060 $3,113 
C. Deferred Outflows of Resources 
Governmental Activities 
Federal Internal Nonmajor State 
Special General Service Governmental Special 
Revenue Fund Funds Funds Revenue 
Pension deferred outflows (1) $8 $191,913 $5,159 $ - $38 
Refunding deferred outflows - - - 4,666 - 
Total deferred outflows $8 $191,913 $5,159 $4,666 $38 
Business-type Activities 
Economic Nonmajor 
Development _—_ Enterprise 
Bonds Funds 
Pension deferred outflows (1) $36 $1,445 
Total deferred outflows $36 $1,445 


(1) _ Further detail regarding pension related deferred outflows of resources is provided in Note 6. 


D. Deferred Inflows of Resources 


Pension deferred inflows (1) 
Refunding deferred inflows 
Total deferred inflows 


Governmental Activities (2) 


Federal Internal Nonmajor State 
Special General Service Governmental Special 
Revenue Fund Funds Funds Revenue 
$6 $139,706 $4,108 $ $41 

: : 1,122 - 
$6 $139,706 $4,108 $1,122 $41 
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Business-type Activities 


Economic Nonmajor 

Development Enterprise 
Bonds Funds 
Pension deferred inflows (1) $25 $1,075 
Total deferred inflows $25 $1,075 


(1) _ Further detail regarding pension related deferred inflows of resources is provided in Note 6. 
(2) Deferred inflows of resources reported on the governmental fund financial balance sheet includes balances of unavailable revenue as of June 30, 2016. 


NOTE5. CAPITAL ASSETS 


Changes in capital asset balances for the fiscal year ended June 30, 2016, are reflected in the following table (in 


thousands): 


Governmental Activities 


Capital assets not being depreciated: 


Land 

Construction work in progress 
Easements 

Museum and art 

Other 


Total capital assets not being depreciated 


Capital assets being depreciated: 


Le 


Governmental activities capital assets, net 


(1) 


Infrastructure 

Land improvements 
Buildings/improvements 

Equipment 

Easements - amortized 

Other 

Total capital assets being depreciated 


ss accumulated depreciation for: 
Infrastructure 
Land improvements 
Buildings/improvements 
Equipment 
Other 

Total accumulated depreciation 


Total capital assets being depreciated, net 


Intangible assets 


Beginning Increases Decreases Ending 

Balance (1) (1) Balance 
$ 654,457 $ 17,186 $ (859) $ 670,784 
991,070 868,803 (918,544) 941,329 
147,018 20,581 - 167,599 
65,357 141 - 65,498 
12,169 293 (10) 12,452 
1,870,071 907,004 (919,413) 1,857,662 
4,721,437 517,622 (230,266 5,008,793 
57,405 3,168 (30) 60,543 
582,538 10,469 (5,791) 587,216 
355,450 24,769 (14,070) 366,149 
1,669 (73) 1,596 
6,681 269 - 6,950 
5,725,180 556,297 (250,230) 6,031,247 
(1,549,253) (229,035) 230,893 (1,547,395) 
(22,324) (2,611) - (24,935) 
(337,310) (22,455) 2,212 (357,553) 
(228,062) (20,762) 11,292 (237,532) 
(5,333) (240) - (5,573) 
(2,142,282) (275,103) 244,397 (2,172,988) 
3,582,898 281,194 (5,833) 3,858,259 
39,303 15,844 (17,447) 37,700 
$5,492,272 $1,204,042 $(942,693) $5,753,621 


The increases and decreases noted above include adjustments related to prior periods and correction of errors. 


B-79 


B-80 


Balance (1) (1) Balance 
Capital assets not being depreciated: 
Land $ 800 $C $ $ 800 
Construction work in progress 1,897 1,690 (497) 3,090 
Other 4,358 56 (121) 4,293 
Total capital assets not being depreciated 7,055 1,746 (618) 8,183 
Capital assets being depreciated: 
Infrastructure 1,164 6 - 1,170 
Land improvements 3,830 - - 3,830 
Buildings/improvements 7,514 1,218 (1,138) 7,594 
Equipment 11,494 694 (2,650) 9,538 
Total capital assets being depreciated 24,002 1,918 (3,788) 22,132 
Less accumulated depreciation for: 
Infrastructure (681) (13) - (694) 
Land improvements (1,468) (149) (1,617) 
Buildings/improvements (5,745) (175) 118 (5,802) 
Equipment (7,897) (651) 2,393 (6,155) 
Total accumulated depreciation (15,791) (988) 2,511 (14,268) 
Total capital assets being depreciated, net 8,211 930 (1,277) 7,864 
Intangible assets 184 234 (102) 316 
Business-type activities capital assets, net $15,450 $2,910 $(1,997) $16,363 
(1) The increases and decreases noted above include adjustments related to prior periods and corrections of errors. 


Depreciation expense was charged to governmental functions as follows (in thousands): 


Depreciation (2) 


General government 

Public safety 

Transportation, including depreciation of the highway system maintained by the State 
Health and human services 

Education 

Natural resources, including depreciation of the state's dams 

Depreciation on capital assets held by the internal service funds 


$ 10,393 
8,436 
231,784 
2,454 
370 
10,904 
10,762 


Total depreciation expense — Governmental Activities 


$275,103 


Depreciation expense was charged to business-type activities as follows (in thousands): 


Liquor Stores 
State Lottery 
Prison Funds 
West Yellowstone Airport 
Other Enterprise Funds 
Total depreciation expense — Business-type Activities 


(2) Depreciation expenses noted above include adjustments related to prior periods and correction of errors. 


Depreciation (2) 


$107 
167 
485 
175 
54 
$988 


NOTE6. RETIREMENT PLANS 
A. General 


The funding policies for each plan provide for periodic employee, employer, and State of Montana (State) 
nonemployer contributions at rates specified by state law. An actuary determines the actuarial implications of the 
funding requirement in an annual actuarial valuation. The actuarial method used to determine the implications of 
the statutory funding level is the Entry Age Actuarial Cost Method, with both normal cost and amortization of the 
unfunded actuarial liability determined as a level percentage of payrolls. Benefits are established by state law and 
can only be amended by the Legislature. 


Montana State Fund, a discretely presented component of the State, by statute, prepares separately issued financial 
statements on a calendar year-end basis. Due to the difference in reporting period, there will be a variance between 
the note disclosures and the financial statements for some pension related items. 


Public Employees’ Retirement Board 


The Public Employees’ Retirement Board (PERB) oversees eight defined benefit plans: Public Employees’ 
Retirement System-Defined Benefit Retirement Plan (PERS-DBRP); Judges’ Retirement System (JRS); Highway 
Patrol Officers’ Retirement System (HPORS); Sheriffs’ Retirement System (SRS); Game Wardens’ and Peace 
Officers’ Retirement System (GWPORS); Municipal Police Officers’ Retirement System (MPORS); Firefighters’ 
Unified Retirement System (FURS); and Volunteer Firefighters' Compensation Act (VFCA). The PERB also 
supervises two defined contribution plans: Public Employees’ Retirement System-Defined Contribution Retirement 
Plan (PERS-DCRP) and the 457-Deferred Compensation Plan (457 Plan). All of the benefit plans, defined benefit 
and defined contribution, are administered by the Montana Public Employees’ Retirement Administration 
(MPERA). Separately issued financial statements and actuarial reports can be obtained at 100 North Park, Suite 
200, PO Box 200131, Helena, MT 59620-0131. The financial statements and the latest actuarial valuation may also 
be attained here: http://mpera.mt.gov/. The financial statements for the PERS-DBRP include activity for the defined 
benefit plan and the associated education fund. The PERS-DCRP financial statements include activity for the 
defined contribution plan and the associated education fund. 


The PERB is an independent, seven-member body, appointed by the Governor. The members are assigned five-year, 
staggered terms. The PERB consists of two members at large, two active defined benefit public employees, one 
active defined contribution public employee, one member experienced in investments, and one retired public 
employee. The PERB approves the annual operating budget, developed by MPERA management, before the 
beginning of the fiscal year. As governed by statute, the PERB’s defined benefit administrative expenses may not 
exceed 1.5% of the total defined benefit plan retirement benefits paid. In addition, the PERB decides legislative 
policy and priorities, hires the executive director, establishes the policies and procedures that govern operations at 
MPERA, and hear and rule on appeal matters of disabilities, retirees, and members. PERB members do not receive 
compensation for their service to the PERB, but are reimbursed for necessary expenses incurred while serving. 


All defined benefit pension plans provide retirement, disability, and death benefits to the plan members and their 
beneficiaries. The PERS-DCRP Disability Plan provides disability benefits to disabled members of the PERS- 
DCRP. Beneficiaries do not receive disability benefits but may attain retirement benefits from the PERS-DCRP. A 
summary of the plan eligibility and benefits are found in the Summary of Benefits sections throughout Note 6. 
Related disclosures for the PERS-DCRP Disability Plan can be found within Note 7 of this report. 


Teachers’ Retirement System 
The Teachers’ Retirement System (TRS) is a defined benefit plan administered by the Teachers Retirement Board 


(TRB). The plan prepares a publicly issued comprehensive annual financial report that includes financial statements 
and required supplementary information for TRS. Separately issued financial statements, actuarial valuations and 


B-81 


B-82 


experience studies can be obtained at 1500 East Sixth Avenue, PO Box 200139, Helena, MT 59620-0319; or can be 
found online at https://trs.mt.gov/. 


The TRB consists of six members, all of which are appointed by the Governor. Three TRB members must be 
teaching professionals who, when appointed, are active members of TRS; at least one of them must be an active 
classroom teacher. One TRB member must be a retired teacher who was a member of TRS at the time of retirement. 
Two TRB members are appointed from the public at large. TRB members serve staggered five-year terms. Three 
TRB members constitutes a quorum. 


A summary of the number of participating employer and nonemployer contributing entities as of June 30, 2016, 
follows: 


Classification of PERS- PERS- 

Participant GWPORS __DBRP DCRP SRS MPORS _ FURS VFCA TRS 
Employer 7 535 289 57 32 26 220 373 
Nonemployer 

contributing entity - 1 - - 1 1 1 1 
Total Participants 7 536 289 57 33 27 221 374 


There are approximately 700 State employees who are eligible to participate in defined benefit pension plans, other 
than the plans listed above. If these employees do choose to participate in any of these other plans the State is 
required to make contributions to the respective plan. 


B. Summary of Significant Accounting Policies 


The MPERA prepares its financial statements using the accrual basis of accounting. For the purposes of measuring 
the net pension liability, deferred inflows of resources and deferred outflows of resources related to pensions, 
pension expense, information about the fiduciary net position, and additions to/deductions from fiduciary net 
position, the items have been determined on the same accrual basis as they are reported by the MPERA. For this 
purpose, member contributions are recognized in the period in which contributions are due. Employer contributions 
are recognized when due and the employer has made a formal commitment to provide the contributions. Revenues 
are recognized in the accounting period they are earned and become measurable. Benefit payments and refunds are 
recognized in the accounting period when due and payable in accordance with the benefit terms. Expenses are 
recognized in the period incurred. Investments are reported at fair value. The MPERA adheres to all applicable 
Governmental Accounting Standards Board (GASB) statements. 


The TRS prepares its financial statements using the accrual basis of accounting. For the purposes of measuring the 
net pension liability, deferred inflows of resources and deferred outflows of resources related to pensions, pension 
expense, information about the fiduciary net position of the TRS, and additions to/deductions from TRS’s fiduciary 
net position, the items have been determined on the same accrual basis as they are reported by the TRS. For this 
purpose, plan contributions are recognized as of employer payroll paid dates. Benefit payments and refunds are 
recognized when due and payable in accordance with the benefit terms. Investments are reported at fair value. The 
TRS adheres to all applicable GASB statements. 


The pension trust fund financial statements presented in this report are prepared using the accrual basis of 
accounting in the same manner as that described for the pension plan administrators above. 
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C. Public Employee Defined Benefit Retirement Plan 


A summary of classes of members in JRS, HPORS, GWPORS, PERS-DBRP, SRS, MPORS, FURS, VFCA, TRS, 
PERS-DCRP, and 457-Deferred Compensation covered by benefit terms at June 30, 2016, follows: 


Multi-Employer 
Single-Employer Defined Multi-Employer Defined Benefit Defined 
Benefit Contribution 


Type of Plan for 
Reporting Purposes 


Plan Designation grs_ Hporst cwrors f| PERS: srs pors* FURS VFCA TRS Pane ie 


DBRP DCRP DC 


Classification of Member 
Active 55 228 989 f] 28,390 1,364 762 644 1,895 19,048 2,409 5,417 
Inactive entitled to, but not 

yet receiving, benefits or 


a refund: 
Vested 2 16 105 3,062 95 61 27 878 1,704 346 = 3,970 
Nonvested - 18 278 | 10,031 394 112 7 - 12,888 590 - 


Inactive members and 
beneficiaries currently 
receiving benefits: 


Service retirements 62 311 238 ff} 20,712 567 714 595 1,422 13,271 38 - 
Disability retirements 1 6 3 169 29 23 7 dl 206 7 - 
Survivor benefits 5 12 9 452 24 31 19 2 1,687 3 - 
Total Membership 125 591 1,622 f| 62,816 2,473 1,703 1,369 4,198 48,804 3,393 9,387 


*Includes DROP in the Active count 


A summary of pension liability, pension assets, net pension liability/(asset), pension expense/(income), deferred 
outflows of resources, and deferred inflows of resources by plan and total for the State as an employer entity 
reported as of June 30, 2016, based on a June 30, 2015, actuarial valuation, follows with amounts presented in 


thousands: 
Employer’s Employer's Employer’s Net Employer's Employer's Employer's 
Total Pension Pension Pension Pension Deferred Outflows —_ Deferred Inflows 
System Liability Assets Liability(Asset) _ Expense/(Income) of Resources of Resources 
JRS $ 53,146 $ 87,107 $ (33,961) $ (2,394) $ 1,786 $ 2,745 
HPORS 192,966 129,067 63,899 7,221 6,361 3,020 
GWPORS 169,649 148,638 21,011 3,596 5,057 3,220 
PERS-DBRP 3,462,702 2,713,288 749,414 50,719 68,902 72,698 
SRS 22,103 16,669 5,434 420 2,499 2,376 
FURS 10,627 8,173 2,454 377 1,011 151 
TRS 183,145 126,915 56,230 7,736 29,657 3,834 
Totals $4,094,338 $3,229,857 $864,481 $67,675 $115,273 $88,044 


(1) State as the Single Employer 


Judges’ Retirement System — The JRS, administered by the MPERA, is a single-employer defined benefit plan 
established in 1967, and governed by Title 19, chapters 2 & 5, MCA. This plan provides retirement benefits for all 
Montana judges of the district courts, justices of the Supreme Court, the Chief Water Judge, and the Associate Water 
Judge. Benefits are established by state law and can only be amended by the Legislature. The JRS provides 
retirement, disability, and death benefits to plan members and their beneficiaries. Benefits are based on eligibility, 
years of service and compensation. Member rights are vested after five years of service. 


Summary of Benefits 
Member’s current salary! or highest average compensation (HAC)? 
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‘Hired prior to July 1, 1997, and non-Guaranteed Annual Benefit Adjustment (GABA) — monthly 
compensation at time of retirement; 

"Hired on or after July 1, 1997, or electing GABA — HAC during any consecutive 36 months; 

Hired on or after July 1, 2013 — 110% annual cap on compensation considered as a part of a 
member’s HAC. 


Eligibility for benefit 
Age 60, 5 years of membership service; 
Any age with 5 years of membership service — involuntary termination, actuarially reduced. 


Vesting 
5 years of membership service. 


Monthly benefit formula 
3-1/3% of current salary! (non-GABA) or HAC? (GABA) per year of service credit for the first 15 
years of service credit, plus 1.785% per year for each year after 15 years. 


Guaranteed Annual Benefit Adjustment (GABA) 
Hired on or after July 1, 1997, or those electing GABA - after the member has completed 12 full 
months of retirement, the member’s benefit increases by a maximum of 3.0% each January, inclusive 
of all other adjustments to the member’s benefit. 


Minimum benefit adjustment (non-GABA) 

If hired prior to July 1, 1997, and member did not elect GABA — current salary of an active member 
in same position is used in the calculation of the monthly benefit each time the Legislature increases 
salaries for active judges. 


Contributions to the Plan 
Rates are specified by state law for periodic employee and employer contributions. The Legislature has the authority 
to establish and amend contribution rates to the plan. 


Member contributions to the system - Contributions are deducted from each member’s salary and 
remitted by the participating employer. An individual account is established for each member’s 
contributions and interest allocations until a retirement or refund request is processed. Plan members 
are required to contribute 7.0% of the member’s monthly compensation. 


Employer contributions to the system - As the employer, the State is required to contribute 25.81% of 
a member’s compensation. 


Actuarial Assumptions 

The total pension liability/(asset) used to calculate the net pension liability/(asset) was determined by an actuarial 
valuation as of June 30, 2014, with update procedures used to roll forward the total pension liability/(asset) to June 
30, 2015. The actuarial assumptions used in the June 30, 2015, valuation were based on the results of the last 
actuarial experience study dated May 2010 for the six-year period of July 1, 2003, to June 30, 2009. There were 
several significant assumptions and other inputs used to measure the total pension liability/(asset). Among those 
assumptions were the following: 


Investment Return 7.75% 
Admin Expense as a % of Payroll 0.15% 
General Wage Growth 4.00% 
Inflation at 3.00% 
Merit Increases None 


Postretirement Benefit Increases — After the member has completed 12 full months of retirement, the 
member’s benefit increases by the applicable percentage (provided below) each January, inclusive of other 
adjustments to the member’s benefit: 


Oo 3% for members electing GABA or hired on or after July 1, 1997 


oO Current salary of an active member in the same position, if hired prior to July 1, 1997, 
and not electing GABA 
e Mortality assumptions among contributing members, terminated vested members, service retired members 
and beneficiaries are based on RP 2000 Combined Employee and Annuitant Mortality Tables projected to 
2015 with scale AA. 
e Mortality assumptions among Disabled Retirees are based on RP 2000 Combined Employee and Annuitant 
Mortality Tables with no projections. No future mortality improvement is assumed. 


Discount Rate 

The discount rate used to measure the total pension asset was 7.75%. The projection of cash flows used to determine 
the discount rate assumed that contributions from participating plan members and employers will be made based on 
the PERB’s funding policy, which establishes the contractually required rates under Montana Code Annotated 
(MCA). Based on those assumptions, the JRS’s fiduciary net position was projected to be adequate to make all the 
projected future benefit payments of current plan members through the year 2123. Therefore, the long-term 
expected rate of return on pension plan investments was applied to all periods of projected benefit payments to 
determine the total pension asset. A municipal bond rate was not incorporated in the discount rate. 


Target Allocations 

The long-term expected return on pension plan assets is reviewed as part of the regular experience study prepared 
for the JRS. The most recent analysis, performed for the period covering fiscal years 2003 through 2009, is outlined 
in a report dated May 2010, which is located on the MPERA website. Several factors are considered in evaluating 
the long-term rate of return assumption. These factors include rates of return adopted by similar public sector 
systems, as well as the utilization of a building block method in which best-estimate ranges of expected future real 
rates of return (expected returns, net of pension plan investment expense and inflation) are developed by the 
investment consultant for each major asset class. These ranges were combined to produce the long-term expected 
rate of return by weighting the expected future real rates of return by the target asset allocation percentage and then 
adding expected inflation. The assumption is intended to be a long-term assumption and is not expected to change 
absent a significant change in the asset allocation, a change in the inflation assumption, or a fundamental change in 
the market that alters expected returns in future years. Best estimates are presented as the arithmetic real rates of 
return for each major asset class included in the JRS’s target asset allocation as of June 30, 2015, is summarized in 
the table that follows: 


Target Asset Long-Term Expected 


Asset Class Allocation Real Rate of Return 
Cash Equivalents 2.00% -0.25% 
Domestic Equity 36.00% 4.55% 
Foreign Equity 18.00% 6.10% 

Fixed Income 24.00% 1.25% 
Private Equity 12.00% 8.00% 
Real Estate 8.00% 4.25% 


Sensitivity Analysis 

In accordance with GASB 68 regarding the disclosure of the sensitivity of the net pension liability/(asset) to changes 
in the discount rate, the table below presents the net pension liability/(asset) calculated using the discount rate of 
7.75%, as well as what the net pension liability/(asset) would be if it were calculated using a discount rate that is 
1.00% lower (6.75%) or 1.00% higher (8.75%) than the current rate. 


(in thousands) 
1.0% Decrease Current 1.0% Increase 
(6.75%) Discount Rate (8.75%) 
JRS Net Pension (Asset) ($28,958) ($33,961) ($38,300) 


Net Pension Asset 

In accordance with GASB 68, employers are required to recognize and report certain amounts associated with their 
participation in the JRS. GASB 68 became effective June 30, 2015, and includes requirements for participants to 
record and report their proportionate share of the collective net pension asset (NPA), pension expense, deferred 
inflows of resources and deferred outflows of resources associated with pensions. 
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(dollars presented in thousands) 
Net Pension Liability | Net Pension Liability Percent of 
(Asset) as of 6/30/14 (Asset) as of 6/30/15 — Collective NPA 
Employer's Proportionate Share ($32,591) ($33,961) 100% 


At June 30, 2016, the employer reported a net pension asset of $34.0 million for its proportionate share of the net 
pension asset. The net pension asset was measured as of June 30, 2015, and the total pension liability used to 
calculate the net pension asset was determined by an actuarial valuation as of June 30, 2014, with update procedures 
used to roll forward the total pension liability to June 30, 2015. The employer’s proportion of the net pension asset 
was based on the employer’s contributions received by JRS during the measurement period July 1, 2014, through 
June 30, 2015, relative to the total employer contributions received from all of the JRS participating employers. At 
June 30, 2015, the State’s proportion as an employer was 100%. 


Changes in actuarial assumptions and methods: There were no changes in assumptions or other 
inputs that affected the measurement of the total pension liability. 


Changes in benefit terms: There have been no changes in benefit terms since the previous 
measurement date. 


Changes in proportionate share: There were no changes between the measurement date of the 
collective net pension asset and the employer’s reporting date that are expected to have a significant 


effect on the employer’s proportionate share of the collective net pension asset. 


Other Items Related to and Changes in Net Pension Asset 


(in thousands) 
Total Pension Plan Fiduciary Net Pension 
Liability Net Position Liabilityl(Asset) 

Balances at 6/30/2014 $51,632 $84,223 ($32,591) 
Service Costs 1,653 - 1,653 
Interest 3,934 - 3,934 
Difference between Expected 

and Actual Experience (1,082) : (1,032) 
Contributions - employer - 1,684 (1,684) 
Contributions - member - 534 (534) 
Net Investment Income - 3,843 (3,843 
Benefit Payments (3,041) (3,041) - 
Administrative Expense - (136) 136 
Net Changes 1,514 2,884 (1,370) 
Balances at 6/30/2015 $53,146 $87,107 ($33,961) 


Pension Expense 
At June 30, 2016, the employer recognized pension expense/(income) of ($2.4) million for the JRS. 


Deferred Outflows and Inflows 
At June 30, 2016, the employer recognized a beginning deferred outflow of resources for fiscal year 2015 
contributions of $1.7 million. 


As of the fiscal year ended June 30, 2016, remaining deferred outflows of resources and deferred inflows of 
resources related to the JRS are from the following sources: 
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(in thousands) 
Deferred Outflows Deferred Inflows 
of Resources of Resources 


Difference between projected and actual - $ 774 
earnings on pension plan investments 

Earnings on pension plan investments - 1,971 

Contributions paid to JRS subsequent to the $1,786 ; 
measurement date - FY 2016 Contributions ; 
Totals $1,786 $2,745 


Amounts reported as deferred outflows of resources related to pensions resulting from the employer’s contributions 
made subsequent to the June 30, 2015, measurement date will be recognized as a reduction of the net pension 
liability in the fiscal year ended June 30, 2017. 


Other amounts reported as deferred inflows of resources related to pensions will be recognized in pension expense 
as follows: 
(in thousands) 
Amount recognized in Pension 
Expense as an increase or 


Year ended June 30: (decrease) to Pension Expense 
2017 $(1,092) 

2018 (1,092) 

2019 (1,091) 

2020 530 

2021 : 

Thereafter 


Highway Patrol Officers’ Retirement System — The HPORS, administered by the MPERA, is a single-employer 
defined benefit plan established in July 1, 1945, and governed by Title 19, chapters 2 & 6, MCA. This plan provides 
retirement benefits to all members of the Montana Highway Patrol, including supervisory personnel. Benefits are 
established by state law and can only be amended by the Legislature. The HPORS provides retirement, disability, 
and death benefits to plan members and their beneficiaries. Benefits are based on eligibility, years of service, and 
highest average compensation. Member rights for death and disability are vested immediately. All other member 
rights are vested after 5 or 10 years of service. 


Section 19-6-709, MCA provides eligible members retired prior to July 1, 1991, or their survivors, an annual 
supplemental lump-sum payment distributed each September. This lump-sum payment is funded by a statutory 
appropriation requested by the PERB from the General Fund. Factors impacting eligibility include the number of 
years the recipient has received a service retirement or disability benefit, the recipient’s age, and whether the 
recipient is employed in a position covered by a retirement system under Title 19, MCA. 


Deferred Retirement Option Plan (DROP) 

Beginning October 1, 2015, eligible members of HPORS can participate in the DROP by filing a one-time 
irrevocable election with the PERB. The DROP is governed by Title 19, Chapter 6, Part 10, MCA. A member must 
have completed at least twenty years of membership service to be eligible. They may elect to participate in the 
DROP for a minimum of one month and a maximum of 60 months and may only participate in the DROP once. A 
participant remains a member of the HPORS, but will not receive membership service or service credit in the system 
for the duration of the member’s DROP period. During participation in the DROP, all mandatory employer 
contributions continue to the retirement system; mandatory employee contributions are deposited to the members 
DROP account. A monthly benefit is calculated based on salary and years of service to date as of the beginning of 
the DROP period. The monthly benefit is paid into the member’s DROP account until the end of the DROP period. 
At the end of the DROP period, the participant may receive the balance of the DROP account in a lump-sum 
payment or in a direct rollover to another eligible plan, as allowed by the IRS. If the participant continues 
employment after the DROP period ends, they will again accrue membership service and service credit. The DROP 
account cannot be distributed until employment is formally terminated. The balance held by MPERA for HPORS 
DROP participants as of June 30, 2016, was approximately $161.2 thousand. 
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Summary of Benefits 
Member’s highest average compensation (HAC) 
Hired prior to July 1, 2013 — HAC during any consecutive 36 months; 
Hired on or after July 1, 2013 — 110% annual cap on compensation considered as a part of a 
member’s HAC. 


Eligibility for benefit 
20 years of membership service, regardless of age. 


Early Retirement 
Hired prior to July 1, 2013 — 5 years of membership service, actuarially reduced from age 60. 
Hired on or after July 1, 2013 — 10 years of membership service, actuarially reduced from age 60. 


Vesting 
Hired prior to July 1, 2013 - 5 years of membership service. 
Hired on or after July 1, 2013 - 10 years of membership service. 


Monthly benefit formula 
Retire prior to July 1, 2013 — 2.5% of HAC per year of service credit. 
Retire on or after July 1, 2013 — 2.6% of HAC per year of service credit. 


Guaranteed Annual Benefit Adjustment (GABA) 
Hired on or after July 1, 1997, or those electing GABA - after the member has completed 12 full 
months of retirement, the member’s benefit increases by a maximum of 3.0% each January, inclusive 
of all other adjustments to the member’s benefit. 


Hired on or after July 1, 2013 - after the member has completed 36 full months of retirement, the 
member’s benefit increase by a maximum of 1.5% each January, inclusive of all other adjustments to 
the member’s benefit. 


Minimum Monthly Benefit (non-GABA) 

If hired prior to July 1, 1997, and member did not elect GABA - monthly benefits are increased each 
July when the fall below a statutorily guaranteed minimum. Any annual increase is limited to 5.0% 
over the current benefit and may not exceed 60% of the current base salary of a probationary officer. 


Contributions to the Plan 
Rates are specified by state law for periodic employee and employer contributions. The Legislature has the 
authority to establish and amend contribution rates to the plan. 
Member contributions to the system — Contributions are deducted from each member’s salary and 
remitted by participating employer. 
Hired prior to July 1, 1997, and not electing GABA - Plan members are required to contribute 
12.00%. 
Hired after June 30, 1997, and electing GABA — Plan members are required to contribute 12.05%. 
Effective July 1, 2013, and ending July 1, 2016, all HPORS member contributions, regardless of 
hired date, will increase 1.0% annually. 


Employer contributions to the system — As the employer, the State is required to contribute 38.33% of 
a member’s compensation. The first 28.15% is payable from the same sources used to pay a 
member’s compensation. The remaining amount, equal to 10.18%, is payable from the General Fund 
through a statutory appropriation. 


Actuarial Assumptions 

The total pension liability used to calculate the net pension liability was determined by an actuarial valuation as of 
June 30, 2014, with update procedures used to roll forward the total pension liability to June 30, 2015. The actuarial 
assumptions used in the June 30, 2015, valuation were based on the results of the last actuarial experience study, 


dated May 2010 for the six-year period of July 1, 2003, to June 30, 2009. There were several significant assumptions 
and other inputs used to measure the total pension liability. Among those assumptions were the following: 


e = Investment Return 7.75% 

e Administrative Expense asa% of Payroll 0.23% 

e General Wage Growth 4.00% 

e Inflation at 3.00% 

e Merit Increases 0% to 7.30% 

e Postretirement Benefit Increases - After the member has completed 12 full months of retirement, the 


member’s benefit increases by the applicable percentage each January, inclusive of other adjustments to the 
member’s benefit: 
0 Ifelecting GABA or hired on or after July 1, 1997 — 3.00% 
Oo Hired on or after July 1, 2013 — 1.50% 
Oo Minimum Benefit Adjustment — Limited to 5% over the current benefit any may not 
exceed 60% of a newly confirmed officer 
e Mortality assumptions among contributing members, terminated vested members, service retired members 
and beneficiaries are based on RP 2000 Combined Employee and Annuitant Mortality Tables projected to 
2015 with scale AA. 
e Mortality assumptions among Disabled Retirees are based on RP 2000 Combined Employee and Annuitant 
Mortality Tables with no projections. No future mortality improvement is assumed. 


Discount Rate 

The discount rate used to measure the total pension liability was 7.75%. The projection of cash flows used to 
determine the discount rate assumed that contributions from participating plan members and employers will be made 
based on the PERB’s funding policy, which establishes the contractually required rates under MCA. The State 
contributes 10.18% of salaries paid by employers, however, this is considered an employer contribution since 
HPORS is a single-employer plan and the State is the only employer. Based on those assumptions, the HPORS’s 
fiduciary net position was projected to be adequate to make all the projected future benefit payments of current plan 
members through the year 2123. Therefore, the long-term expected rate of return on pension plan investments was 
applied to all periods of projected benefit payments to determine the total pension liability. A municipal bond rate 
was not incorporated in the discount rate. 


Target Allocations 

The long-term expected return on pension plan assets is reviewed as part of the regular experience studies prepared 
for the HPORS. The most recent analysis, performed for the period covering fiscal years 2003 through 2009, is 
outlined in a report dated May 2010, which is located on the MPERA website. Several factors are considered in 
evaluating the long-term rate of return assumption. These factors include rates of return adopted by similar public 
sector systems, as well as utilization of a building block method in which best-estimate ranges of expected future 
real rates of return (expected returns, net of pension plan investment expense and inflation) are developed by an 
investment consultant for each major asset class. These ranges were combined to produce the long-term expected 
rate of return by weighting the expected future real rates of return by the target asset allocation percentage and then 
adding expected inflation. The assumption is intended to be a long-term assumption and is not expected to change 
absent a significant change in the asset allocation, a change in the inflation assumption, or a fundamental change in 
the market that alters expected returns in future years. Best estimates are presented as the arithmetic real rates of 
return for each major asset class included in the HPORS’s target asset allocation as of June 30, 2015, is summarized 
in the table that follows: 


Target Asset Long-Term Expected 
Asset Class Allocation Real Rate of Return 
Cash Equivalents 2.00% -0.25% 
Domestic Equity 36.00% 4.55% 
Foreign Equity 18.00% 6.10% 
Fixed Income 24.00% 1.25% 
Private Equity 12.00% 8.00% 


Real Estate 8.00% 4.25% 
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Sensitivity Analysis 
In accordance with GASB 68 regarding the disclosure of the sensitivity of the net pension liability to changes in the 
discount rate, the table below presents the net pension liability calculated using the discount rate of 7.75%, as well 
as what the net pension liability would be if it were calculated using a discount rate that is 1.00% lower (6.75%) or 
1.00% higher (8.75%) than the current rate. 

(in thousands) 


1.0% Decrease Current 1.0% Increase 
(6.75%) Discount Rate (8.75%) 
HPORS Net Pension Liability $89,975 $63,899 $42,629 


Net Pension Liability 

In accordance with GASB 68, employers are required to recognize and report certain amounts associated with their 
participation in the HPORS. GASB 68 became effective June 30, 2015, and includes requirements for participants to 
record and report their proportionate share of the collective net pension liability (NPL), pension expense, deferred 
inflows or resources, and deferred outflows of resources associated with pensions. 


(dollars presented in thousands) 
Net Pension Liability | Net Pension Liability Percent of 
as of 6/30/14 as of 6/30/15 Collective NPL 
Employer's Proportionate Share $57,123 $63,899 100% 


At June 30, 2016, the employer reported a liability of $63.9 million for its proportionate share of the net pension 
liability. The net pension liability was measured as of June 30, 2015, and the total pension liability used to calculate 
the net pension liability was determined by an actuarial valuation as of June 30, 2014, with update procedures used 
to roll forward the total pension liability to June 30, 2015. The employer’s proportion of the net pension liability was 
based on the employer’s contributions received by HPORS during the measurement period July 1, 2014, through 
June 30, 2015, relative to the total employer contributions received from all of the HPORS participating employers. 
At June 30, 2015, the State’s proportion as an employer was 100%. 


Changes in actuarial assumptions and methods: There were no changes in assumptions or other 
inputs that affected the measurement of the total pension liability. 


Changes in benefit terms: There was a change in benefit terms since the measurement date. A 
DROP was added by Senate Bill 238 by the 2015 Legislature. The DROP plan increased the total 
pension liability by approximately $1.9 million. 


Changes in proportionate share: There were no changes between the measurement date of the 
collective net pension liability and the employer’s reporting date that are expected to have a 
significant effect on the employer’s proportionate share of the collective net pension liability. 


Other Items Related to and Changes in Net Pension Liability 


(in thousands) 
Total Pension Plan Fiduciary Net Pension 


Liability Net Position Liability 
Balances at 6/30/2014 $183,133 $126,010 $57,123 
Service Costs 3,598 - 3,598 
Interest 14,113 - 14,113 
Changes in Benefits 1,856 - 1,856 
Difference Expected and 267 : 267 
Actual Experience 
Contributions - employer - 5,840 (5,840) 
Contributions - member - 1,624 (1,624) 
Net Investment Income - 5,738 (5,738) 
Benefit Payments (10,001) (10,001) - 
Administrative Expense - (144) 144 
Net Changes 9,833 3,057 6,776 


Balances at 6/30/2015 $192,966 $129,067 $63,899 
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Pension Expense 
At June 30, 2016, the employer recognized pension expense of $7.2 million for the HPORS. 


Deferred Outflows and Inflows 
At June 30, 2016, the employer recognized a beginning deferred outflow of resources for fiscal year 2015 
contributions of $5.8 million. 


As of the fiscal year ended June 30, 2016, remaining deferred outflows of resources and deferred inflows of 
resources related to the HPORS are from the following sources: 


(in thousands) 
Deferred Outflows Deferred Inflows 
of Resources of Resources 

Difference between expected and actual $ 200 

experience 
Difference between projected and actual $3,020 

earnings on pension plan investments : 
Contributions paid to HPORS subsequent to the 6.161 

measurement date - FY 2016 Contributions : 

Totals $6,361 $3,020 


Amounts reported as deferred outflows of resources related to pensions resulting from the employer’s contributions 
made subsequent to the June 30, 2015, measurement date will be recognized as a reduction of the net pension 
liability in the fiscal year ended June 30, 2017. 


Other amounts reported as deferred inflows of resources related to pensions will be recognized in pension expense 
as follows: 

(in thousands) 
Amount recognized in Pension 


Year ended : 
: Expense as an increase or 
June 30: P 
(decrease) to Pension Expense 
2017 $(1,201) 
2018 (1,202) 
2019 (1,202) 
2020 785 
2021 - 
Thereafter 


Game Wardens’ & Peace Officers’ Retirement System — The GWPORS, administered by the MPERA, is a 
multi-employer, cost-sharing defined benefit plan established in 1963, and governed by Title 19, chapters 2 & 8, 
MCA. This plan provides retirement benefits to all persons employed as a game warden, warden supervisory 
personnel, or state peace officer. Benefits are established by state law and can only be amended by the Legislature. 
The GWPORS provides retirement, disability and death benefits to plan members and their beneficiaries. Benefits 
are based on eligibility, years of service and highest average compensation. 


The State of Montana and its discretely presented component units are the only employers who participate in the 
GWPORS. Therefore, while the plan is considered to be a multi-employer, cost-sharing defined benefit plan for 
actuarial valuation purposes, in accordance with GASB 68, the plan is treated as if it were a single-employer defined 
benefit pension plan type for financial reporting. 


Summary of Benefits 
Member’s highest average compensation (HAC) 
Hired prior to July 1, 2011 — highest average compensation during any consecutive 36 months; 
Hired on or after July 1, 2011 — highest average compensation during any consecutive 60 months; 


B-92 


Hired on or after July 1, 2013 — 110% annual cap on compensation considered as a part of a 
member’s HAC. 


Eligibility for benefit 
Service Retirement 
Age 50, 20 years of membership service. 


Early Retirement (reduced benefit) 
Age 55, vested members who terminate employment prior to 20 years of membership service. 


Vesting 
5 years of membership service. 


Monthly benefit formula 
2.5% of HAC per year of service credit. 


Guaranteed Annual Benefit Adjustment (GABA) 
After the member has completed 12 full months of retirement, the member’s benefit increases by the 
applicable percentage (provided below) each January, inclusive of all other adjustments to the 
member’s benefit: 

0 3.0% for members hired prior to July 1, 2007 

oO 1.5% for members hired on or after July 1, 2007 


Contributions to the Plan 

Rates are specified by state law for periodic employee and employer contributions. The Legislature has the 

authority to establish and amend contribution rates to the plan. 
Member contributions to the system — Contributions are deducted from each member’s salary and 
remitted by participating employers. Plan members are required to contribute 10.56% of member’s 
compensation. 


Employer contributions to the system — State agency and university employers are required to 
contribute 9.0% of a member’s compensation. 


Actuarial Assumptions 

The total pension liability used to calculate the net pension liability was determined by an actuarial valuation as of 
June 30, 2014, with update procedures used to roll forward the total pension liability to June 30, 2015. The actuarial 
assumptions used in the June 30, 2015, valuation were based on the results of the last actuarial experience study, 
dated June 2010 for the six-year period of July 1, 2003, to June 30, 2009. There were several significant assumptions 
and other inputs used to measure the total pension liability. Among those assumptions were the following: 


e = Investment Return 7.715% 

e Admin Expense as a % of payroll 0.17% 

e General Wage Growth 4.00% 

e = Inflation at 3.00% 

e Merit Increases 0% to 7.3% 

e Postretirement Benefit Increases — After the member has completed 12 full months of retirement, the 


member’s benefit increases by the applicable percentage each January, inclusive of other adjustments to the 
member’s benefit: 
0 3.00% for members hired prior to July 1, 2007 
O 1.50% for members hired on or after July 1, 2007 
e Mortality assumptions among contributing members, terminated vested members, service retired members 
and beneficiaries are based on RP 2000 Combined Employee and Annuitant Mortality Tables projected to 
2015 with scale AA. 
e Mortality assumptions among Disabled Retirees are based on RP 2000 Combined Employee and Annuitant 
Mortality Tables with no projections. No future mortality improvement is assumed. 


Discount Rate 

The discount rate used to measure the total pension liability was 7.75%. The projection of cash flows used to 
determine the discount rate assumed that contributions from participating plan members and employers will be made 
based on the PERB’s funding policy, which establishes the contractually required rates under MCA. Based on those 
assumptions, the GWPORS’s fiduciary net position was projected to be adequate to make all the projected future 
benefit payments of current plan members through the year 2123. Therefore, the long-term expected rate of return 
on pension plan investments was applied to all periods of projected benefit payments to determine the total pension 
liability. A municipal bond rate was not incorporated in the discount rate. 


Target Allocations 

The long-term expected return on pension plan assets is reviewed as part of the regular experience study prepared 
for the GWPORS. The most recent analysis, performed for the period covering fiscal years 2003 through 2009, is 
outlined in a report dated June 2010, which is located on the MPERA website. Several factors are considered in 
evaluating the long-term rate of return assumption. These factors include rates of return adopted by similar public 
sector systems, as well as the utilization of a building block method in which best-estimate ranges of expected future 
real rates of return (expected returns, net of pension plan investment expense and inflation) are developed by an 
investment consultant for each major asset class. These ranges were combined to produce the long-term expected 
rate of return by weighting the expected future real rates of return by the target asset allocation percentage and then 
adding expected inflation. The assumption is intended to be a long-term assumption and is not expected to change 
absent a significant change in the asset allocation, a change in the inflation assumption, or a fundamental change in 
the market that alters expected returns in future years. Best estimates are presented as the arithmetic real rates of 
return for each major asset class included in the GWPORS’s target asset allocation as of June 30, 2015, is 
summarized in the table below: 


Target Asset Long-Term Expected 


Asset Class Allocation Real Rate of Return 
Cash Equivalents 2.00% -0.25% 
Domestic Equity 36.00% 4.55% 
Foreign Equity 18.00% 6.10% 
Fixed Income 24.00% 1.25% 
Private Equity 12.00% 8.00% 
Real Estate 8.00% 4.25% 


Sensitivity Analysis 

In accordance with GASB 68 regarding the disclosure of the sensitivity of the net pension liability to changes in the 
discount rate, the table below presents the net pension liability calculated using the discount rate of 7.75%, as well 
as what the net pension liability would be if it were calculated using a discount rate that is 1.00% lower (6.75%) or 
1.00% higher (8.75%) than the current rate. 


(in thousands) 
os Current 1.0% Increase 
i 0, 
(6.75%) Discount Rate (8.75%) 
Primary Government GWPORS Net Pension Liability $44,154 $19,849 $(118) 
Discretely Presented Component Units GWPORS 2,584 1,162 (7) 
Net Pension Liability 

Total Employer GWPORS Net Pension Liability $46,738 $21,011 $(125) 


Net Pension Liability 

In accordance with GASB 68, employers are required to recognize and report certain amounts associated with their 
participation in the GWPORS. Statement 68 became effective June 30, 2015, and includes requirements for 
participants to record and report their proportionate share of the collective net pension liability (NPL), pension 
expense, deferred inflows of resources and deferred outflows of resources associated with pensions. 
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Primary Government Employer Proportionate Share 
Discretely Presented Component Unit Share 
Total Employer GWPORS Proportionate Share 


At June 30, 2016, the employer reported a total liability of $21.0 million for its proportionate share of the net 
pension liability. The net pension liability was measured as of June 30, 2015, and the total pension liability used to 
calculate the net pension liability was determined by an actuarial valuation as of June 30, 2014, with update 
procedures used to roll forward the total pension liability to June 30, 2015. The employer’s proportion of the net 
pension liability was based on the employer’s contributions received by GWPORS during the measurement period 
July 1, 2014, through June 30, 2015, relative to the total employer contributions received from all of GWPORS 


(dollars presented in thousands) 


Net Pension Liability | Net Pension Liability Percent of 
as of 6/30/14 as of 6/30/15 Collective NPL 
$14,262 $19,849 94.470296% 
859 1,162 5.529704% 
$15,121 $21,011 100% 


participating employers. At June 30, 2015, the State’s proportion as an employer was 100%. 


Changes in actuarial assumptions and methods: There were no changes in assumptions or other inputs that 


affected the measurement of the total pension liability. 


Changes in benefit terms: There have been no changes in benefit terms since the previous measurement 


date. 


Changes in proportionate share: There were no changes between the measurement date of the collective 
net pension liability and the employer’s reporting date that are expected to have a significant effect on the 


employer’s proportionate share of the collective net pension liability. 


Other Items Related to and Changes in Net Pension Liability 


The State, as the primary government employer, has the following balances and changes related to the GWPORS’s 


Net Pension Liability: 
(in thousands) 
Total Pension PlanFiduciary Net Pension 

Liability Net Position Liability 
Balances at 6/30/2014 $145,127 $130,864 $14,263 
Service Costs 7,565 - 7,565 
Interest 11,713 - 11,713 
Difference between Expected 690 : 690 
and Actual Experience 
Contributions - employer 3,862 (3,862) 
Contributions - member 4,652 (4,652) 
Net Investment Income - 6,079 (6,079) 
Benefit Payments (5,056) (5,056) - 
Administrative Expense (190) 190 
Net Changes 14,912 9,347 5,565 
Balances at 6/30/2015 $160,039 $140,211 $19,828 


Total Pension 


(in thousands) 
Plan Fiduciary Net Pension 
Net Position Liability 


Liability 
Balances at 6/30/2014 $8,737 
Service Costs 443 
Interest 686 
Difference between Expected 40 


and Actual Experience 
Contributions - employer 
Contributions - member 
Net Investment Income 


$7,879 $ 858 
: 443 

: 686 

: 40 

226 (226) 
272 (272) 
357 (357) 


The State’s discretely presented component units, as employers, have the following balances and changes related to 
the GWPORS’s Net Pension Liability: 
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(in thousands) 
Total Pension PlanFiduciary Net Pension 
Liability Net Position Liability 
Benefit Payments (296) (296) - 
Administrative Expense - (11) 11 
Net Changes 873 548 325 
Balances at 6/30/2015 $9,610 $8,427 $1,183 


Pension Expense 
At June 30, 2016, the employer recognized a total pension expense of $3.6 million for its proportionate share of the 
GWPORS pension expense: $3.4 million related to the primary government and $193.8 thousand related to 
component units. 


Deferred Outflows and Inflows 
At June 30, 2016, the State, as a primary government employer, recognized a beginning deferred outflow of 
resources for fiscal year 2015 contributions of $3.8 million. 


As of the fiscal year ended June 30, 2016, remaining deferred outflows of resources and deferred inflows of 
resources for the primary government, as an employer, related to the GWPORS are from the following sources: 


(in thousands) 
Deferred Outflows Deferred Inflows 
of Resources of Resources 

Difference between expected and actual experience $ 592 - 
Changes in proportionate shares 182 $ 151 
Difference between projected and actual earnings 2 863 

on pension plan investments ; 
Contributions paid to GWPORS subsequent to the 4.008 

measurement date - FY 2016 Contributions : 

Totals $4,782 $3,014 


Amounts reported as deferred outflows of resources related to pensions resulting from the employer’s contributions 
made subsequent to the June 30, 2015, measurement date will be recognized as a reduction of the net pension 
liability in the fiscal year ended June 30, 2017. 


Other amounts reported as deferred inflows of resources related to pensions will be recognized in pension expense 
as follows: 
(in thousands) 
Amount recognized in Pension 
Expense as an increase or 
Year ended June 30: (decrease) to Pension Expense 


2017 $(1,131) 
2018 (1,181) 
2019 (1,181) 
2020 945 
2021 104 
Thereafter 104 


The State’s discretely presented component units, as employers, recognized a beginning deferred outflow of 
resources for fiscal year 2015 contributions of $231.6 thousand. 


As of the fiscal year ended June 30, 2016, remaining deferred outflows of resources and deferred inflows of 
resources for the State’s discretely presented component units, as employers, related to the GWPORS are from the 
following sources: 
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(in thousands) 
Deferred Outflows Deferred Inflows 
of Resources of Resources 

Difference between expected and actual experience $35 - 
Changes in proportionate shares 8 $ 38 
Difference between projected and actual earnings 168 

on pension plan investments 
Contributions paid to GWPORS subsequent to the $232 

measurement date - FY 2016 Contributions 

Totals $275 $206 


Amounts reported as deferred outflows of resources related to pensions resulting from the employer’s contributions 
made subsequent to the June 30, 2015, measurement date will be recognized as a reduction of the net pension 
liability in the fiscal year ended June 30, 2017. 


Other amounts reported as deferred inflows of resources related to pensions will be recognized in pension expense 
as follows: 
(in thousands) 
Amount recognized in Pension 
Expense as an increase or 
Year ended June 30: (decrease) to Pension Expense 


2017 $(72) 
2018 (72) 
2019 (71) 
2020 50 
2021 1 
Thereafter 1 


(2) State as an Employer and/or a Nonemployer Contributing Entity to Cost-Sharing Multiple-Employer 
Plans 


Public Employees’ Retirement System - Defined Benefit Retirement Plan — The PERS-DBRP, administered by 
the MPERA, is a multiple-employer, cost-sharing plan established July 1, 1945, and governed by Title 19, Chapters 


2 & 3, MCA. This plan covers the State, local governments, certain employees of the Montana University System, 
and school districts. 


All new members are initially members of the PERS-DBRP and have a 12-month window during which they may 
choose to remain in the PERS-DBRP or join the Public Employees’ Retirement System-Defined Contribution 
Retirement Plan (PERS-DCRP) by filing an irrevocable election. Members may not be participants of both the 
defined contribution and defined benefit retirement plans. All new members from the universities also have a third 
option to join the university system’s Montana University System-Retirement Program (MUS-RP). For members 
that choose to join the PERS-DCRP or the MUS-RP, a percentage of the Employer contributions are used to fund 
the PERS-DBRP liability. 


The PERS-DBRP provides retirement, disability, and death benefits to plan members and their beneficiaries. 
Benefits are established by state law and can only be amended by the Legislature. Benefits are based on eligibility, 
years of service, and highest average compensation. Member rights are vested after five years of service. 


Summary of Benefits 
Member’s highest average compensation (HAC) 
Hired prior to July 1, 2011 — highest average compensation during any consecutive 36 months; 
Hired on or after July 1, 2011 — highest average compensation during any consecutive 60 months; 
Hired on or after July 1, 2013 — 110% annual cap on compensation considered as a part of a 
member’s HAC. 
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Eligibility for benefit 
Service retirement: 
Hired prior to July 1, 2011 - 
Age 60, 5 years of membership service; 
Age 65, regardless of membership service; or 
Any age, 30 years of membership service. 


Hired on or after July 1, 2011 - 
Age 65, 5 years of membership service; 
Age 70, regardless of membership service. 


Early retirement, actuarially reduced: 
Hired prior to July 1, 2011 - 
Age 50, 5 years of membership service; or 
Any age, 25 years of membership service. 


Hired on or after July 1, 2011 - Age 55, 5 years of membership service. 


Second retirement (all require retuning to PERS-covered employment or PERS service): 
Retire before January 1, 2016 and accumulate less than 2 years’ additional service credit or 
retire on or after January 1, 2016 and accumulate less than 5 years’ additional service credit: 
e Arefund of member’s contributions plus regular interest (.25%); 
e No service credit for second employment; 
e Start the same benefit amount the month following termination; and 
e Their GABA starts again in the January immediately following their second 
retirement 


Retire before January 1, 2016 and accumulate at least 2 years of additional service credit: 
e A recalculated retirement benefit based on provisions in effect after their initial 
retirement; and 
e =©Their GABA starts on their recalculated benefit in the January after receiving new 
benefit for 12 months 


Retire on or after January 1, 2016 and accumulate 5 or more years of service credit: 
e The same retirement as prior to their return to service; 
e A second retirement benefit as prior to their second period of service based on laws 
in effect upon their rehire date; 
e Their GABA starts on both benefits in the January after receiving the original and 
new benefit for 12 months 


Vesting 
5 years of membership service 


Monthly benefit formula 

Members hired prior to July 1, 2011 - 
Less than 25 years of membership service: 1.785% of HAC per year of service credit; 
25 years of membership service or more: 2% of HAC per year of service credit. 


Members hired on or after July 1, 2011 - 
Less than 10 years of membership service: 1.5% of HAC per year of service credit; 
10 years or more, but less than 30 years of membership service: 1.785% of HAC per year of 
service credit; 
30 years or more of membership service: 2% of HAC per year of service credit. 
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Guaranteed Annual Benefit Adjustment (GABA) — After the member has completed 12 full months of 
retirement, the member’s benefit increases by the applicable percentage (provided below) each 
January, inclusive of other adjustments to the member’s benefit: 
0 3.0% for members hired prior to July 1, 2007 
Oo 1.5% for members hired between July 1, 2007 and June 30, 2013 
O Members hired on or after July 1, 2013 
a. 1.5% for each year PERS is funded at or above 90%; 
b. 1.5% is reduced by 0.1% for each 2% PERS is funded below 90%; and, 
c. 0% whenever the amortization period for PERS is 40 years or more. 


Contributions to the Plan 

Rates are specified by state law for periodic employee, employer, and nonemployer entity contributions. The 

Legislature has the authority to establish and amend contribution rates to the plan. 
Member contributions to the system: Contributions are deducted from each member’s salary and 
remitted by participating Employers. Plan members are required to contribute 7.90% of member’s 
compensation. The 7.90% member contribution rate is temporary and will be decreased to 6.9% on 
January | following actuary valuation results that show the amortization period has dropped below 
25 years and would remain below 25 years following the reduction of both the additional Employer 
and additional member contribution rates. 


Employer contributions to the system 

State and University System employers are required to contribute 8.37% of member compensation. 
Local government entities are required to contribution 8.27% of member compensation. 

School district employers contributed 8.00% of member compensation. 


Per the 2013 Legislative Session’s House Bill 454, section 4, effective July 1, 2013, PERS employer 
contributions temporarily increased 1%. Beginning July 1, 2014, employer contributions will increase 
an additional 0.1% a year over 10 years, through 2024. The Employer additional contributions 
including the 0.27% added in 2007 and 2009, terminates on January 1 following actuary valuation 
results that show the amortization period of the PERS-DBRP has dropped below 25 years and would 
remain below 25 years following the reductions of both the additional employer and member 
contributions rates. On January 1, 2017, the additional contributions will not be terminated. 


Effective July 1, 2013, employers are required to make contributions on working retirees’ 
compensation. Member contributions for working retirees are not required. 


The portion of employer contributions allocated to the Plan Choice Rate (PCR) are included in the 
employers reporting. The PCR was paid off effective March 2016 and the contributions previously 
directed to the PCR are now directed to member accounts. 


Non Employer Entity Contributions 

Special Funding 
The State contributes 0.1% of member compensation on behalf of local government entities. 
The State contributes 0.37% of member compensation on behalf of school district entities. 


Not Special Funding 
The State contributes a portion of Coal Severance Tax income and interest earnings from the 
Coal Trust Permanent Trust fund in accordance with Section 15-35-108, MCA. 


Actuarial Assumptions 

The total pension liability used to calculate the net pension liability was determined by an actuarial valuation as of 
June 30, 2014, with update procedures used to roll forward the total pension liability to June 30, 2015. There were 
several significant assumptions and other inputs used to measure the total pension liability. The actuarial 
assumptions used in the June 30, 2015, valuation were based on the results of the last actuarial experience study, 
dated June 2010 for the six-year period of July 1, 2003, to June 30, 2009. Among those assumptions were the 
following: 


e = Investment Return 7.715% 

e Admin Expense as a % of payroll 0.27% 

e General Wage Growth 4.00% 

e = Inflation at 3.00% 

e Merit Increases 0% to 6% 

e Postretirement Benefit Increases — After the member has completed 12 full months of retirement, the 


member’s benefit increases by the applicable percentage each January, inclusive of other adjustments to the 
member’s benefit: 
O 3.00% for members hired prior to July 1, 2007 
oO 1.50% for members hired between July 1, 2007 and June 30, 2013 
O Members hired on or after July 1, 2013: 
=" 1.50% for each year PERS is funded at or above 90% 
= 1.50% is reduced by 0.1% for each 2% PERS is funded below 90%; and 
= 0% whenever the amortization period for PERS is 40 years or more 
e Mortality assumptions among contributing members, terminated vested members, service retired members 
and beneficiaries are based on RP 2000 Combined Employee and Annuitant Mortality Tables projected to 
2015 with scale AA. 
e Mortality assumptions among Disabled Retirees are based on RP 2000 Combined Employee and Annuitant 
Mortality Tables with no projections. No future mortality improvement is assumed. 


Discount Rate 

The discount rate used to measure the total pension liability was 7.75%. The projection of cash flows used to 
determine the discount rate assumed that contributions from participating plan members, employers, and 
nonemployer contributing entities will be made based on the PERB’s funding policy, which establishes the 
contractually required rates under MCA. The State contributes 0.1% of salaries for local governments and 0.37% for 
school districts. In addition, the State contributes coal severance tax and interest money from the General Fund. The 
interest is contributed monthly and the severance tax is contributed quarterly. Based on those assumptions, the 
PERS-DBRP’s fiduciary net position was projected to be adequate to make all the projected future benefit payments 
of current plan members through the year 2123. Therefore, the long-term expected rate of return on pension plan 
investments was applied to all periods of projected benefit payments to determine the total pension liability. A 
municipal bond rate was not incorporated in the discount rate. 


Target Allocations 

The long-term expected return on pension plan assets is reviewed as part of the regular experience study prepared 
for the PERS-DBRP. The most recent analysis, performed for the period covering fiscal years 2003 through 2009, is 
outlined in a report dated June 2010, which is located on the MPERA website. Several factors are considered in 
evaluating the long-term rate of return assumption. These factors include rates of return adopted by similar public 
sector systems, as well as the utilization of a building block method in which best-estimate ranges of expected future 
real rates of return (expected returns, net of pension plan investment expense and inflation) are developed by the 
investment consultant for each major asset class. These ranges were combined to produce the long-term expected 
rate of return by weighting the expected future real rates of return by the target asset allocation percentage and then 
adding expected inflation. The assumption is intended to be a long-term assumption and is not expected to change 
absent a significant change in the asset allocation, a change in the inflation assumption, or a fundamental change in 
the market that alters expected returns in future years. Best estimates are presented as the arithmetic real rates of 
return for each major asset class included in the PERS-DBRP’s target asset allocation as of June 30, 2015, is 
summarized in the table below: 

Target Asset Long-Term Expected 


Asset Class Allocation Real Rate of Return 
Cash Equivalents 2.00% -0.25% 
Domestic Equity 36.00% 4.55% 
Foreign Equity 18.00% 6.10% 
Fixed Income 24.00% 1.25% 
Private Equity 12.00% 8.00% 


Real Estate 8.00% 4.25% 
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Sensitivity Analysis 

In accordance with GASB 68 regarding the disclosure of the sensitivity of the net pension liability (NPL) to changes 
in the discount rate, the table below presents the net pension liability calculated using the discount rate of 7.75%, as 
well as what the net pension liability would be if it were calculated using a discount rate that is 1.00% lower (6.75%) 
or 1.00% higher (8.75%) than the current rate. 


(in thousands) 


1.0% Decrease Current 1.0% Increase 
(6.75%) Discount Rate (8.75%) 
State as an Employer in PERS-DBRP - Net 
Pension Liability $1,155,435 $749,414 $406,539 
State as a Nonemployer Contributing Entity to 20,606 13,365 7,250 


PERS-DBRP - Net Pension Liability 


Net Pension Liability 

In accordance with GASB 68, employers and the nonemployer contributing entities are required to recognize and 
report certain amounts associated with their participation in the PERS-DBRP. GASB 68 became effective June 30, 
2015, and includes requirements for participants to record and report their proportionate share of the collective net 
pension liability, pension expense, deferred inflows of resources and deferred outflows of resources associated with 
pensions. The proportionate shares were determined based on contributions made to the plan by employers and the 
nonemployer contributing entity special funding. The Coal Severance Tax collection and interest amounts were not 
considered in determining proportionate shares as this is not a special funding situation component. 


In accordance with GASB 68, the PERS-DBRP has a special funding situation where the State is legally responsible 
for making contributions directly to the PERS-DBRP on behalf of the employers. Due to the existence of this 
special funding situation, the State is required to report a proportionate share of a local government or school 
district’s collective net pension liability that is associated with the non-State employer. 


The State also has a funding situation that is not considered a special funding situation whereby the General Fund 
provides contributions received from the Coal Severance Tax collections and interest accrued on the Coal Tax 
Permanent Trust Fund. All employers are required to report the portion of Coal Severance Tax and interest 
attributable to the employer as a grant revenue. 


(dollars presented in thousands) 
Net Pension Liability | Net Pension Liability Percent of 


as of 6/30/14 as of 6/30/15 Collective NPL 
State's Proportionate Share as an ‘ 
Employer Entity $663,174 $749,414 53.611080% 
State's Proportionate Share as a i 
Nonemployer Contributing Entity eure 13:300 acai 
State of Montana Totals $675,152 $762,779 54.567170% 


At June 30, 2016, the State reported a liability of $762.8 million for its proportionate share of the net pension 
liability as an employer and nonemployer contributing entity. The net pension liability was measured as of June 30, 
2015, and the total pension liability used to calculate the net pension liability was determined by an actuarial 
valuation as of June 30, 2014, with update procedures used to roll forward the total pension liability to June 30, 
2015. The proportion of the net pension liability is based on the employer’s and nonemployer's special funding 
contributions received by the PERS-DBRP during the measurement period of July 1, 2014, through June 30, 2015, 
relative to the total employer and nonemployer special funding contributions received from all PERS-DBRP 
participating employers. 


Changes in actuarial assumptions and methods: There were no changes in assumptions or other 
inputs that affected the measurement of the total pension liability. 


Changes in benefit terms: There have been no changes in benefit terms since the previous 
measurement date. 


Changes in proportionate share: Between the measurement date of the collective net pension liability 
and the employer’s reporting date there were some changes in proportion that may have an effect on 
the employer’s proportionate share of the collective net pension liability. 


Employer Pension Expense and Nonemployer Contributing Entity Grant Expenses 

At June 30, 2016, the State as an employer recognized a pension expense of $50.7 million for its proportionate share 
of the PERS-DBRP’s pension expense. The State as a nonemployer contributing entity recognized grant expense of 
$874 thousand for special funding support provided by the General Fund for its proportionate share of the PERS- 
DBRP’s pension expense that is associated with other employer participants in the plan. Total pension related 
expenses at June 30, 2016 were $51.6 million. 


Support Revenue 

As of the fiscal year ended June 30, 2016, the State as an employer recognized grant revenue of $18.0 million for its 
proportionate share of total nonemployer entity contributions from the Coal Severance Tax and interest nonspecial 
funding situation. 


Deferred Outflows and Inflows 
At June 30, 2016, the State as an employer recognized a beginning deferred outflow of resources for fiscal year 2015 
contributions of $58.6 million. 


As of the fiscal year ended June 30, 2016, the State as an employer has the following proportionate shares of the 
PERS-DBRP’s deferred outflows of resources and deferred inflows of resources from the following sources: 


(in thousands) 
Deferred Outflows Deferred Inflows 
of Resources of Resources 


Difference between projected and actual earnings on 
. . $63,446 
pension plan investments 
Actual versus expected experience - 4,534 
Differences between actual contributions and $ 949 392 
proportionate share contributions 
Changes in proportionate shares 8,880 4,326 
Contributions paid to PERS-DBRP subsequent to the 59.073 
measurement date - FY 2016 Contributions : 
Totals $68,902 $72,698 


Amounts reported as deferred outflows of resources related to pensions resulting from the employer’s contributions 
made subsequent to the June 30, 2015, measurement date will be recognized as a reduction of the net pension 
liability in the fiscal year ended June 30, 2017. 


Other amounts reported as deferred outflows of resources and deferred inflows of resources related to pensions will 
be recognized in pension expense as follows: 
(in thousands) 
Amount recognized in Pension 


Year ended Expense as an increase or 
June 30: (decrease) to Pension Expense 
2017 $(26,419) 

2018 (26,419) 

2019 (26,532) 

2020 16,501 

2021 - 

Thereafter 


At June 30, 2016, the State as a nonemployer contributing entity recognized a beginning deferred outflow of 
resources for fiscal year 2015 contributions of $32.4 million. 
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As of the fiscal year ended June 30, 2016, the State as a nonemployer contributing entity reported its proportionate 
share of the PERS-DBRP’s deferred outflows of resources and deferred inflows of resources from the following 
sources: 


(in thousands) 
Deferred Outflows Deferred Inflows 
of Resources of Resources 

Difference between projected and actual earnings on $1,131 

pension plan investments : 
Differences between actual contributions and 57 

proportionate share contributions 
Changes in proportionate shares - 61 
Actual versus expected experience - 81 
Contributions paid to PERS-DBRP subsequent to the $30,800 

measurement date - FY 2016 Contributions : 

Totals $30,800 $1,330 


Amounts reported as deferred outflows of resources related to pensions resulting from the nonemployer’s 
contributions made subsequent to the June 30, 2015, measurement date will be recognized as a reduction to its share 
of the net pension liability in the fiscal year ended June 30, 2017. 


Other amounts reported as deferred inflows of resources related to pensions will be recognized in grant expense as 
follows: 
(in thousands) 
Amount recognized in Grant 
Expense as an increase or 


Year ended June 30: (decrease) to Grant Expense 
2017 $(545) 

2018 (545) 

2019 (534) 

2020 294 

2021 - 

Thereafter 


Sheriffs’ Retirement System — The SRS, administered by the MPERA, is a multiple-employer, cost-sharing 
defined benefit plan established July 1, 1974, and governed by Title 19, chapters 2 & 7, MCA. This plan provides 
retirement benefits to all Department of Justice criminal and gambling investigators hired after July 1, 1993, all 
detention officers hired after July 1, 2005, and to all Montana sheriffs. Benefits are established by state law and can 
only be amended by the Legislature. The SRS provides retirement, disability and death benefits to plan members and 
their beneficiaries. Benefits are based on eligibility, years of service and highest average compensation. Member 
rights are vested after five years of service. 


Summary of Benefits 


Member’s highest average compensation (HAC) 

Hired prior to July 1, 2011 — highest average compensation during any consecutive 36 months; 

Hired on or after July 1, 2011 — highest average compensation during any consecutive 60 months. 
Hired on or after July 1, 2013 — 110% annual cap on compensation considered as a part of a 
member’s HAC. 


Eligibility for benefit 
Service Retirement 
20 years of membership service, regardless of age. 


Early Retirement 
Age 50, 5 years of membership service, actuarially reduced. 


Vesting 
5 years of membership service 


Monthly benefit formula 
2.5% of HAC per year of service 


Guaranteed Annual Benefit Adjustment (GABA) 
After the member has completed 12 full months of retirement, the member’s benefit increases by the 
applicable percentage (provided below) each January, inclusive of all other adjustments to the 
member’s benefit. 

O 3.0% for members hired prior to July 1, 2007 

oO 1.5% for members hired on or after July 1, 2007 


Contributions to the Plan 


Rates are specified by state law for periodic employee and employer contributions and are a percentage of the 

member’s compensation. The Legislature has the authority to establish and amend contribution rates to the plan. 
Member contributions to the system — Contributions are deducted from each member’s salary and 
remitted by participating employers. Plan members are required to contribute 9.245% of member’s 
compensation. 


Employer contributions to the system - The employers are required to contribute 10.115% of member 
compensation. Effective July 1, 2013, employer contributions are required to be paid on working 
retiree compensation. Member contributions are not required for working retirees. 


Actuarial Assumptions 


The total pension liability used to calculate the net pension liability was determined by an actuarial valuation as of 
June 30, 2014, with update procedures used to roll forward the total pension liability to June 30, 2015. The actuarial 
assumptions used in the June 30, 2015, valuation were based on the results of the last actuarial experience study, 
dated June 2010 for the six-year period of July 1, 2003, to June 30, 2009. There were several significant assumptions 
and other inputs used to measure the total pension liability. Among those assumptions were the following: 


e Investment Return 7.75% 

e Administrative Expense asa% of Payroll 0.17% 

e General Wage Growth 4.00% 

e Inflation at 3.00% 

e Merit Increases 0% to 7.3% 

e Postretirement Benefit Increases — After the member has completed 12 full months of retirement, the 


member’s benefit increases by the applicable percentage each January, inclusive of other adjustments to the 
member’s benefit. 

Oo For members hired prior to July 1, 2007 3.00% 

O For members hired on or after July 1,2007 1.50% 

e Mortality assumptions among contributing members, terminated vested members, service retired members 
and beneficiaries are based on RP 2000 Combined Employee and Annuitant Mortality Tables projected to 
2015 with scale AA. 

e Mortality assumptions among Disabled Retirees are based on RP 2000 Combined Employee and Annuitant 
Mortality Tables with no projections. No future mortality improvement is assumed. 


Discount Rate 

The discount rate used to measure the total pension liability was 6.68%, which is a blend of the assumed long-term 
expected rate of return of 7.75% on SRS’s investments and a municipal bond index rate of 3.80%. The basis for this 
is the June 30, 2016 Bond Buyer General Obligation 20-year Municipal Bond Index published monthly by the Board 
of Governors of the Federal Reserve System. The projection of cash flows used to determine the discount rate 
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assumed that contributions from participating plan members and employers will be made based on the PERB’s 
funding policy, which establishes the contractually required rates under MCA. Based on those assumptions, the 
SRS’s fiduciary net position was projected to not be adequate to make all the projected future benefit payments of 
current plan members after 2057. Therefore, the portion of future projected benefit payments after 2057 are 
discounted at the municipal bond index rate. 


Target Allocations 


The long-term expected return on pension plan assets is reviewed as part of the regular experience study prepared 
for the SRS. The most recent analysis, performed for the period covering fiscal years 2003 through 2009, is outlined 
in a report dated June 2010, which is located on the MPERA website. Several factors are considered in evaluating 
the long-term rate of return assumption. These factors include rates of return adopted by similar public sector 
systems, as well as the utilization of a building block method in which best-estimate ranges of expected future real 
rates of return (expected returns, net of pension plan investment expense and inflation) are developed by the 
investment consultant for each major asset class. These ranges were combined to produce the long-term expected 
rate of return by weighting the expected future real rates of return by the target asset allocation percentage and then 
adding expected inflation. The assumption is intended to be a long-term assumption and is not expected to change 
absent a significant change in the asset allocation, a change in the inflation assumption, or a fundamental change in 
the market that alters expected returns in future years. Best estimates are presented as the arithmetic real rates of 
return for each major asset class included in the SRS’s target asset allocation as of June 30, 2015, is summarized in 
the table below: 


Target Asset Long-Term Expected 


Asset Class Allocation Real Rate of Return 
Cash Equivalents 2.00% -0.25% 
Domestic Equity 36.00% 4.55% 
Foreign Equity 18.00% 6.10% 
Fixed Income 24.00% 1.25% 
Private Equity 12.00% 8.00% 
Real Estate 8.00% 4.25% 


Sensitivity Analysis 

In accordance with GASB 68 regarding the disclosure of the sensitivity of the net pension liability to changes in the 
discount rate, the table below presents the net pension liability calculated using the discount rate of 6.86%, as well 
as what the net pension liability would be if it were calculated using a discount rate that is 1.00% lower (5.86%) or 
1.00% higher (7.86%) than the current rate. 


(in thousands) 


1.0% Decrease Current 1.0% Increase 
(5.86%) Discount Rate (7.86%) 
Employer's SRS Net Pension Liability $8,727 $5,434 $2,735 


Net Pension Liability 


In accordance with GASB 68, employers are required to recognize and report certain amounts associated with their 
participation in the SRS. GASB 68 became effective June 30, 2015, and includes requirements for participants to 
record and report their proportionate share of the collective net pension liability (NPL), pension expense, deferred 
inflows of resources, and deferred outflows of resources associated with pensions. 


(dollars presented in thousands) 
Net Pension Liability | Net Pension Liability Percent of 
as of 6/30/14 as of 6/30/15 Collective NPL 
Employer Proportionate Share $2,304 $5,434 5.637055% 


At June 30, 2016, the State as an employer reported a liability of $5.4 million for its proportionate share of net 
pension liability. The net pension liability was measured as of June 30, 2015, and the total pension liability used to 
calculate the net pension liability was determined by an actuarial valuation as of June 30, 2014, with update 
procedures used to roll forward the total pension liability to June 30, 2015. The employer’s proportion of the net 
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pension liability was based on the employer’s contributions received by the SRS during the measurement period, 
July 1, 2014, through June 30, 2015, relative to the total employer contributions received from all of SRS 
participating employers. At June 30, 2015, the employer’s proportion was 5.637055%. 


Changes in actuarial assumptions and methods: There were no changes in demographic assumptions 
that affected the measurement of the total pension liability. There was an adjustment in the discount 
rate during the measurement period. 


Changes in benefit terms: There have been no changes in benefit terms since the previous 
measurement date. 


Changes in proportionate share: There were no changes between the measurement date of the 
collective net pension liability and the employer’s reporting date that are expected to have a 
significant effect on the Employer’s proportionate share of the collective net pension liability. 


Pension Expense 
At June 30, 2016, the employer recognized a pension expense of $420.3 thousand for its proportionate share of the 
SRS pension expense. 


Deferred Outflows and Inflows 


At June 30, 2016, the State as an employer recognized a beginning deferred outflow of resources for fiscal year 2015 
contributions of $388 thousand. 


As of the fiscal year ended June 30, 2016, the State, as an employer, reported its proportionate share of the SRS's 
deferred outflows of resources and deferred inflows of resources from the following sources: 


(in thousands) 
Deferred Outflows Deferred Inflows 


of Resources of Resources 

Changes of Assumptions $2,023 $1,995 
Actual versus expected experience - 9 
Changes in proportionate shares 87 - 
Difference between projected and actual earnings 372 

on pension plan investments 
Contributions paid to SRS subsequent to the 389 

measurement date - FY 2016 contributions 

Totals $2,499 $2,376 


Amounts reported as deferred outflows of resources related to pensions resulting from the employer’s contributions 
made subsequent to the measurement date of June 30, 2015, will be recognized as a reduction of the net pension 
liability in the fiscal year ended June 30, 2017. 


Other amounts reported as deferred inflows of resources related to pensions will be recognized in pension expense 
as follows: 
(in thousands) 


Amount recognized in Pension 
Expense as an increase or 


Year ended June 30: (decrease) to Pension Expense 
2017 $(136) 
2018 (136) 
2019 (137) 
2020 122 
2021 21 


Thereafter - 
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Municipal Police Officers’ Retirement System — The MPORS, administered by the MPERA, is a multiple- 
employer, cost-sharing defined benefit plan that was established in 1974 and is governed by Title 19, chapters 2 & 9, 
MCA. This plan covers all municipal police officers employed by first- and second-class cities and other cities that 
adopt the plan. Benefits are established by state law and can only be amended by the Legislature. The MPORS 
provides retirement, disability, and death benefits to plan members and their beneficiaries. Benefits are based on 
eligibility, years of service, and final average compensation. Member rights for death and disability are vested 
immediately. All other rights are vested after five years of service. 


Deferred Retirement Option Plan (DROP) 

Beginning July 2002, eligible members of the MPORS can participate in the DROP by filing a one-time irrevocable 
election with the PERB. The DROP is governed by Title 19, Chapter 9, Part 12, MCA. A member must have 
completed at least twenty years of membership service to be eligible. They may elect to participate in the DROP for 
a minimum of one month and a maximum of 60 months and may participate in the DROP only once. A participant 
remains a member of the MPORS, but will not receive membership service or service credit in the system for the 
duration of the member’s DROP period. During participation in the DROP, all mandatory contributions continue to 
the retirement system. A monthly benefit is calculated based on salary and years of service to the date of the 
beginning of the DROP period. The monthly benefit is paid into the member’s DROP account until the end of the 
DROP period. At the end of the DROP period, the participant may receive the balance of the DROP account in a 
lump-sum payment or in a direct rollover to another eligible plan, as allowed by the IRS. If the participant continues 
employment after the DROP period ends, they will again accrue membership service and service credit. The DROP 
account cannot be distributed until employment is formally terminated. As of June 30, 2016, there are 60 DROP 
participants. Since program inceptions, a total of 142 members have participated in the DROP. The balance held by 
MPERA for DROP participants as of June 30, 2016, was approximately $7.2 million. 


The State is not an employer participant in the MPORS plan. However, because the PERB is a fiduciary component 
unit of the State, this CAFR presents certain information to help ensure compliance with GASB 67. In addition, the 
State provides nonemployer entity contributions classified as special funding in accordance with GASB 68. 
Disclosures made in this financial report are meant to reflect the aforementioned relationships. 


Summary of Benefits 


Member’s final average compensation (FAC) 

Hired prior to July 1, 1977 — average monthly compensation of final year of service; 

Hired on or after July 1, 1977 — final average compensation (FAC) for last consecutive 36 months. 
Hired on or after July 1, 2013 — 110% annual cap on compensation considered as a part of a 
member’s FAC. 


Eligibility for benefit 
Service Retirement 
20 years of membership service, regardless of age. 


Second Retirement 
Age 50, reemployed in a MPORS position 


Early Retirement 
Age 50, 5 years of membership service. 


Vesting 
5 years of membership service. 


Monthly benefit formula 
2.5% of FAC per year of service credit. 


Second retirement benefit formula 
Recalculated using specific criteria: 
Less than 20 years of membership service, based on total MPORS service 


More than 20 years of membership service, initial benefit plus new service credit and FAC after 
reemployment 


Guaranteed Annual Benefit Adjustment (GABA) 
Hired on or after July 1, 1997, or those electing GABA — after the member has completed 12 full 
months of retirement, the member’s benefit increases by a maximum of 3% each January, inclusive 
of all other adjustments to the member’s benefit. 


Minimum benefit adjustment (non-GABA) 
If hired before July 1, 1997, and member did not elect GABA — the monthly retirement, disability or 
survivor’s benefit may not be less than 50% of the compensation of a newly confirmed officer in the 
city where the member was last employed. 


Contributions to the Plan 


Rates are specified by state law for periodic employee, employer, and nonemployer entity contributions. The 
Legislature has the authority to establish and amend contribution rates to the plan. 


Member contributions — Contribution rates are dependent upon date of hire as a police officer. 
Contributions are deducted from each member’s salary and remitted by the participating Employer. 


For fiscal year 2016: 
oO If hired after June 30, 1975, and prior to July 1, 1979, member contributions as a percentage 
of salary are 7.00%; 


oO If hired after June 30, 1979, and prior to July 1, 1997, member contributions as a percentage 
of salary are 8.50%; and, 

oO Ifhired on or after July 1, 1997, and for members electing GABA, member contributions as a 
percentage of salary are 9.00%. 


Employer Contributions — Employers are required to contribute 14.41% of a member’s 
compensation. 


Nonemployer Entity Contributions — The State contributes 29.37% of a member’s compensation from 
the General Fund. These amounts are considered a special funding situation in accordance with 
GASB 68. 


Actuarial Assumptions 


The total pension liability used to calculate the net pension liability was determined by an actuarial valuation as of 
June 30, 2014, with update procedures used to roll forward the total pension liability to June 30, 2015. The actuarial 
assumptions used in the June 30, 2015, valuation were based on the results of the last actuarial experience study, 
dated June 2010 for the six-year period of July 1, 2003, to June 30, 2009. There were several significant assumptions 
and other inputs used to measure the total pension liability. Among those assumptions were the following: 


Investment Return 7.75% 
Admin expense as a % of payroll 0.20% 
General Wage Growth 4.00% 
Inflation at 3.00% 
Merit Increases 0% to 7.3% 
Postretirement Benefit Increases 
Oo GABA 
Hired on or after July 1, 1997, or those electing GABA — after the member has completed 12 full 
months of retirement, the member’s benefit increases by a maximum of 3% each January, 
inclusive of all other adjustments to the member’s benefit 
oO Minimum benefit adjustment (non-GABA) 


If hired before July 1, 1997 and member did not elect GABA — the monthly retirement, disability 
or survivor’s benefit may not be less than 50% the compensation of a newly confirmed officer in 
the city that the member was last employed 
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e Mortality assumptions among contributing members, terminated vested members, service retired members 
and beneficiaries are based on RP 2000 Combined Employee and Annuitant Mortality Tables projected to 
2015 with scale AA. 

e Mortality assumptions among Disabled Retirees are based on RP 2000 Combined Employee and Annuitant 
Mortality Tables with no projections. No future mortality improvement is assumed. 


Discount Rate 


The discount rate used to measure the total pension liability was 7.75%. The projection of cash flows used to 
determine the discount rate assumed that contributions from participating plan members, employers, and 
nonemployer contributing entities will be made based on the PERB’s funding policy, which establishes the 
contractually required rates under MCA. The State contributes 29.37% of salaries paid by employers. Based on 
those assumptions, the MPORS’s fiduciary net position was projected to be adequate to make all the projected future 
benefit payments of current plan members through the year 2123. Therefore, the long-term expected rate of return 
on pension plan investments was applied to all periods of projected benefit payments to determine the total pension 
liability. A municipal bond rate was not incorporated in the discount rate. 


Target Allocations 


The long-term expected return on pension plan assets is reviewed as part of the regular experience study prepared 
for the MPORS. The most recent analysis, performed for the period covering fiscal years 2003 through 2009, is 
outlined in a report dated June 2010, which is located on the MPERA website. Several factors are considered in 
evaluating the long-term rate of return assumption. These factors include rates of return adopted by similar public 
sector systems, as well as the utilization of a building block method in which best-estimate ranges of expected future 
real rates of return (expected returns, net of pension plan investment expense and inflation) are developed by the 
investment consultant for each major asset class. These ranges were combined to produce the long-term expected 
rate of return by weighting the expected future real rates of return by the target asset allocation percentage and then 
adding expected inflation. The assumption is intended to be a long-term assumption and is not expected to change 
absent a significant change in the asset allocation, a change in the inflation assumption, or a fundamental change in 
the market that alters expected returns in future years. Best estimates are presented as the arithmetic real rates of 
return for each major asset class included in the MPORS’s target asset allocation as of June 30, 2015, is summarized 
in the table below: 


Target Asset Long-Term Expected 


Asset Class Allocation Real Rate of Return 
Cash Equivalents 2.00% -0.25% 
Domestic Equity 36.00% 4.55% 
Foreign Equity 18.00% 6.10% 
Fixed Income 24.00% 1.25% 
Private Equity 12.00% 8.00% 
Real Estate 8.00% 4.25% 


Sensitivity Analysis 

In accordance with GASB 68, regarding the disclosure of the sensitivity of the net pension liability to changes in the 
discount rate, the table below presents the net pension liability calculated using the discount rate of 7.75%, as well 
as what the net pension liability would be if it were calculated using a discount rate that is 1.00% lower (6.75%) or 
1.00% higher (8.75%) than the current rate. 


(in thousands) 


1.0% Decrease Current 1.0% Increase 
(6.75%) Discount Rate (8.75%) 
State as a Nonemployer entity $156,371 $110,756 $70,262 


Net Pension Liability 


Net Pension Liability 


In accordance with GASB 68, employers and nonemployer contributing entities are required to recognize and report 
certain amounts associated with their participation in the MPORS. GASB 68 became effective June 30, 2015, and 
includes requirements for participants to record and report their proportionate share of the collective net pension 


liability, pension expense, deferred inflows of resources, and deferred outflows of resources associated with 
pensions. 


In accordance with GASB 68, the MPORS has a special funding situation in which the State is legally responsible 
for making contributions directly to the MPORS on behalf of the employers. Due to the existence of this special 
funding situation, the State is required to report a proportionate share of a local government’s collective net pension 
liability that is associated with the non-State employer. 


(dollars presented in thousands) 
Net Pension Liability | Net Pension Liability Percent of 
as of 6/30/14 as of 6/30/15 Collective NPL 


$105,106 $110,756 66.954111% 


State as a Nonemployer Contributing 
Entity - Proportionate Share 


At June 30, 2016, the State as a nonemployer contributing entity reported a liability of $110.8 million for its 
proportionate share of the net pension liability. The net pension liability was measured as of June 30, 2015, and the 
total pension liability used to calculate the net pension liability was determined by an actuarial valuation as of June 
30, 2014, with update procedures used to roll forward the total pension liability to June 30, 2015. The 
nonemployer’s proportion of the net pension liability was based on the nonemployer’s special funding contributions 
received by the MPORS during the measurement period of July 1, 2014, through June 30, 2015, relative to total 
contributions received from all of the MPORS’s participating employers and the nonemployer contributing entity. 
At June 30, 2015, the State’s proportion was 66.954111%. 


Changes in actuarial assumptions and methods: There were no changes in assumptions or other 
inputs that affected the measurement of the total pension liability. 


Changes in benefit terms: There have been no changes in benefit terms since the previous 
measurement date. 


Changes in proportionate share: Between the measurement date of the collective net pension liability 
and the employer’s reporting date there were some changes in proportion that may have an effect on 
the employer’s proportionate share of the collective net pension liability. 


Grant Expense Related to Special Funding 


The State recognized grant expense of $11.3 million for special funding support provided by the General Fund for 
its proportionate share of the MPORS’s pension expense that is associated with other employer participants in the 
plan. 


Deferred Outflows and Inflows 

At June 30, 2016, the State as a nonemployer contributing entity recognized a beginning deferred outflow of 
resources for fiscal year 2015 contributions of $13.4 million. 

As of the fiscal year ended June 30, 2016, the State as a nonemployer reported its proportionate share of the deferred 
outflows of resources and deferred inflows of resources related to MPORS from the following sources: 


(in thousands) 
Deferred Outflows Deferred Inflows 


of Resources of Resources 
Difference between projected and actual earnings ; $4,161 
on pension plan investments : 
Changes in proportionate shares $ 87 - 
Actual versus expected experience - 1,011 
Contributions paid to MPORS subsequent to the 13.752 


measurement date - FY 2016 Contributions 
Totals $13,839 $5,172 


B-109 


B-110 


Amounts reported as deferred outflows of resources related to pensions resulting from the nonemployer’s 
contributions made subsequent to the June 30, 2015, measurement date will be recognized as a reduction of the net 
pension liability in the fiscal year ended June 30, 2017. 


Other amounts reported as deferred inflows of resources related to pensions will be recognized in grant expense as 
follows: 
(in thousands) 


Amount recognized in Grant 
Expense as an increase or 


Year ended June 30: (decrease) to Grant Expense 
2017 $(2,156) 

2018 (2,156) 

2019 (2,155) 

2020 1,382 

2021 - 
Thereafter 


Firefighters’ Unified Retirement System — The FURS, administered by the MPERA, is a multiple-employer, cost- 
sharing defined benefit plan established in 1981, and governed by Title 19, chapters 2 & 13, MCA. This system 
provides retirement benefits to firefighters employed by first- and second-class cities, other cities and rural fire 
district departments that adopt the plan, and to firefighters hired by the Montana Air National Guard on or after 
October 1, 2001. Benefits are established by state law and can only be amended by the Legislature. The FURS 
provides retirement, disability, and death benefits to plan members and their beneficiaries. Benefits are based on 
eligibility, years of service, and compensation. Member rights for death and disability are vested immediately. All 
other member rights are vested after five years of service. 


Summary of Benefits 
Member’s compensation 
Hired prior to July 1, 1981, and not electing GABA — highest monthly compensation (HMC); 
Hired after June 30, 1981, and those electing GABA — highest average compensation (HAC) during 
any consecutive 36 months. 
Hired on or after July 1, 2013 — 110% annual cap on compensation considered as a part of a 
member’s highest average compensation. 


Eligibility for benefit 
Service retirement 
20 years of membership service, regardless of age. 


Early Retirement 
Age 50, 5 years of membership service. 


Vesting 
5 years of membership service. 


Monthly benefit formula 
Members hired prior to July 1, 1981, and not electing GABA are entitled to the greater of: 
2.5% of HMC per year of service; or 
e if less than 20 years of service — 2% of HMC for each year of service; 
e if more than 20 years of service — 50% of the member’s HMC plus 2% of the 
member’s HMC for each year of service over 20 years. 


Members hired on or after July 1, 1981, and those electing GABA: 2.5% of HAC per year of 
membership service. 


Guaranteed Annual Benefit Adjustment (GABA) 


Hired on or after July 1, 1997, or those electing GABA — after the member has completed 12 full 
months of retirement, the member’s benefit increases by a maximum of 3% each January, inclusive 
of all other adjustments to the member’s benefit. 


Minimum Benefit Adjustment (non-GABA) 

If hired before July 1, 1997 and the member did not elect GABA, the monthly retirement, disability 
or survivor’s benefit may not be less than 50% of the compensation of a newly confirmed firefighter 
employed by the city that last employed the member, provided the member has at least 10 years of 
membership service. 


Contributions to the Plan 
Rates are specified by state law for periodic employee, employer and nonemployer entity contributions. The 
Legislature has the authority to establish and amend contribution rates to the plan. Effective July 1, 2013, employer 
and state contributions are required to be paid on working retiree compensation. Member contributions are not 
required for working retirees. 
Member contributions to the system — Contributions are deducted from each member’s salary and 
remitted by the participating Employer. For members: 
Hired prior to July 1, 1997 and not electing GABA, member contributions as a percentage of 
salary are 9.50%; 
Hired on or after July 1, 1997 and electing GABA, member contributions as a percentage of 
salary are 10.70%. 


Employer contributions to the system — Employers are required to contribute 14.36% of member’s 
compensation. 


Nonemployer entity contributions to the system — The State contributes 32.61% of a member’s 
compensation from the General Fund. 


Actuarial Assumptions 

The total pension liability used to calculate the net pension liability was determined by an actuarial valuation as of 
June 30, 2014, with update procedures used to roll forward the total pension liability to June 30, 2015. The actuarial 
assumptions used in the June 30, 2015, valuation were based on the results of the last actuarial experience study, 
dated June 2010 for the six-year period of July 1, 2003, to June 30, 2009. There were several significant assumptions 
and other inputs used to measure the total pension liability. Among those assumptions were the following: 


e = Investment Return 7.75% 
e Admin Expense as a% of Payroll 0.19% 
e General Wage Growth 4.00% 
e Inflation at 3.00% 
e Merit Increases 0% to 7.3% 
e Postretirement Benefit Increases 
Oo GABA 


Members hired on or after July 1, 1997, or those electing GABA — after the member has completed 12 
full months of retirement, the member’s benefit increases by a maximum of 3% each January, 
inclusive of all other adjustment to the member’s benefit. 
oO Minimum Benefit Adjustment (non-GABA) 

Members hired before July 1, 1997 and member did not elect GABA — the monthly retirement, 
disability or survivor’s benefit may not be less than 50% the compensation of a newly confirmed 
firefighter employed by the city that last employed the member (provided the member has at least 10 
years of membership service). 

e Mortality assumptions among contributing members, terminated vested members, service retired members 
and beneficiaries are based on RP 2000 Combined Employee and Annuitant Mortality Tables projected to 
2015 with scale AA. 

e Mortality assumptions among Disabled Retirees are based on RP 2000 Combined Employee and Annuitant 
Mortality Tables with no projections. No future mortality improvement is assumed. 
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Discount Rate 


The discount rate used to measure the total pension liability was 7.75%. The projection of cash flows used to 
determine the discount rate assumed that contributions from participating plan members, employers, and 
nonemployer contributing entities will be made based on the PERB’s funding policy, which establishes the 
contractually required rates under MCA. The State contributes 32.61% of salaries pensionable payroll paid by 
employers. Based on those assumptions, the FURS’s fiduciary net position was projected to be adequate to make all 
the projected future benefit payments of current plan members through the year 2123. Therefore, the long-term 
expected rate of return on pension plan investments was applied to all periods of projected benefit payments to 
determine the total pension liability. A municipal bond rate was not incorporated in the discount rate. 


Target Allocations 


The long-term expected return on pension plan assets is reviewed as part of the regular experience study prepared 
for the FURS. The most recent analysis, performed for the period covering fiscal years 2003 through 2009, is 
outlined in a report dated June 2010, which is located on the MPERA website. Several factors are considered in 
evaluating the long-term rate of return assumption. These factors include rates of return adopted by similar public 
sector systems, as well as the utilization of a building block method in which best-estimate ranges of expected future 
real rates of return (expected returns, net of pension plan investment expense and inflation) are developed by an 
investment consultant for each major asset class. These ranges were combined to produce the long-term expected 
rate of return by weighting the expected future real rates of return by the target asset allocation percentage and then 
adding expected inflation. The assumption is intended to be a long-term assumption and is not expected to change 
absent a significant change in the asset allocation, a change in the inflation assumption, or a fundamental change in 
the market that alters expected returns in future years. Best estimates are presented as the arithmetic real rates of 
return for each major asset class included in the FURS’s target asset allocation as of June 30, 2015, is summarized in 
the table below: 
Target Asset Long-Term Expected 


Asset Class Allocation Real Rate of Return 
Cash Equivalents 2.00% -0.25% 
Domestic Equity 36.00% 4.55% 
Foreign Equity 18.00% 6.10% 
Fixed Income 24.00% 1.25% 
Private Equity 12.00% 8.00% 
Real Estate 8.00% 4.25% 


Sensitivity Analysis 

In accordance with GASB 68 regarding the disclosure of the sensitivity of the net pension liability to changes in the 
discount rate, the table below presents the net pension liability calculated using the discount rate of 7.75%, as well 
as what the net pension liability would be if it were calculated using a discount rate that is 1.00% lower (6.75%) or 
1.00% higher (8.75%) than the current rate. 


(in thousands) 
1.0% Decrease Current Discount 1.0% Increase 
(6.75%) Rate (8.75%) 
State as an Employer in FURS - Net 
Pension Liability $ 3,959 $ 2,454 $ 1,228 
State as a Nonemployer Contributing Entity 111,140 68,892 34,463 


to FURS - Net Pension Liability 


Net Pension Liability 

In accordance with GASB 68, employers and nonemployer contributing entities are required to recognize and report 
certain amounts associated with their participation in the FURS. GASB 68 became effective June 30, 2015, and 
includes requirements to record and report their proportionate share of the collective net pension liability, pension 
expense, deferred inflows of resources and deferred outflows of resources associated with pensions. 


In accordance with GASB 68, the FURS has a special funding situation in which the State is legally responsible for 
making contributions directly to the FURS on behalf of the employers. Due to the existence of this special funding 
situation, the State is required to report a proportionate share of a local government or fire district’s collective net 
pension liability that is associated with the non-State employer. 


(dollars presented in thousands) 
Net Pension Liability | Net Pension Liability Percent of 


as of 6/30/14 as of 6/30/15 Collective NPL 
State's Proportionate Share as an - 
Employer Entity $ 1,806 $ 2,454 2.399255% 
State's Proportionate Share as a 4 
Nonemployer Contributing Entity aaa BBE incase 
State of Montana Totals $68,190 $71,346 69.757451% 


At June 30, 2016, the State reported a liability of $71.3 million for its proportionate share of the net pension liability 
as an employer and nonemployer contributing entity in relation to the FURS. The net pension liability was measured 
as of June 30, 2015, and the total pension liability used to calculate the net pension liability was determined by an 
actuarial valuation as of June 30, 2014, with update procedures used to roll forward the total pension liability to June 
30, 2015. The proportion of the net pension liability was based on the all employer and nonemployer contributions 
received by the FURS during the measurement period, July 1, 2014, through June 30, 2015, relative to the total 
contributions received from all FURS participating employers and the nonemployer contributing entity. At June 30, 
2015, the State as employer had a proportion of 2.399255% and the nonemployer proportion was 67.358196%. 


Changes in actuarial assumptions and methods: There were no changes in assumptions or other inputs that affected 
the measurement of the total pension liability. 


Changes in benefit terms: There have been no changes in benefit terms since the previous measurement date. 


Changes in proportionate share: Between the measurement date of the collective net pension liability and the 
employer’s reporting date there were some changes in proportion that may have an effect of the employer’s 
proportionate share of the collective net pension liability. 


Employer Pension Expense and Nonemployer Contributing Entity Special Funding Grant Expense 


At June 30, 2016, the State as an employer recognized pension expense of $377.3 thousand for its proportionate 
share of the FURS pension expense. The State also recognized grant expense of $7.5 million for special funding 
support provided by the General Fund for its proportionate share of the FURS’s pension expense that is associated 
with other employer participants in the plan. Total pension related expenses at June 30, 2016, was $7.9 million. 


Deferred Outflows and Inflows 
At June 30, 2016, the State, as an employer, recognized a beginning deferred outflow of resources for fiscal year 
2015 contributions of $361 thousand. 


As of the fiscal year ended June 30, 2016, the State as an employer reported its proportionate share of deferred 
outflows of resources and deferred inflows of resources related to the FURS from the following sources: 


(in thousands) 
Deferred Outflows Deferred Inflows 
of Resources of Resources 

Difference between projected and actual earnings $148 

on pension plan investments 
Changes in proportionate shares $536 - 
Actual versus expected experience - 3 
Contributions paid to FURS subsequent to the 475 

measurement date - FY 2016 Contributions 

Totals $1,011 $151 


Amounts reported as deferred outflows of resources related to pensions resulting from the employer’s contributions 
made subsequent to the measurement date of June 30, 2015, will be recognized as a reduction of the net pension 
liability in the fiscal year ended June 30, 2017. 
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Other amounts reported as deferred inflows of resources related to pensions will be recognized in pension expense 
as follows: 
(in thousands) 
Amount recognized in Pension 
Expense as an increase or 
Year ended June 30: _—_ (decrease) to Pension Expense 


2017 $ 40 
2018 40 
2019 40 
2020 157 
2021 107 
Thereafter - 


At June 30, 2016, the State recognized a beginning deferred outflow of resources as a nonemployer contributing 
entity for fiscal year 2015 contributions of $13.6 million. 


As of the fiscal year ended June 30, 2016, the State as a nonemployer contributing entity reported its proportionate 
share of deferred outflows of resources and deferred inflows of resources related to FURS from the following 
sources: 
(in thousands) 
Deferred Outflows —_ Deferred Inflows 


of Resources of Resources 

Difference between projected and actual earnings $4,164 

on pension plan investments ; 
Changes in proportionate shares - 631 
Actual versus expected experience - 90 
Contributions paid to FURS subsequent to the $13,635 : 

measurement date - FY 2016 Contributions ; 

Totals $13,635 $4,885 


Amounts reported as deferred outflows of resources related to pensions resulting from the nonemployer’s 
contributions made subsequent to the June 30, 2015, measurement date will be recognized as a reduction of the net 
pension liability in the fiscal year ended June 30, 2017. 


Other amounts reported as deferred inflows of resources related to pensions will be recognized in grant expense as 
follows: 
(in thousands) 
Amount recognized in Grant 
Expense as an increase or 
Year ended June 30: _—_ (decrease) to Grant Expense 


2017 $(2,001) 
2018 (2,001) 
2019 (2,002) 
2020 1,264 
2021 (144) 
Thereafter - 


Volunteer Firefighters’ Compensation Act — The VFCA, administered by the MPERA, is a statewide retirement 
and disability plan established in 1965, and governed by Title 19, chapter 17, MCA. All members are unpaid 
volunteers and the State is the only contributor to the plan. Benefits are established by state law and can only be 
amended by the Legislature. The VFCA provides pension, disability, and survivorship benefits for all eligible 
volunteer firefighters who are members of qualified volunteer fire companies in unincorporated areas, towns or 
villages, and included volunteer fire departments, fire districts, and fire service areas under the laws of the State. 
Benefits are based on eligibility and years of service. Member rights are vested after ten years of credited service. 
VFCA also provides limited benefits for death or injuries incurred in the line of duty. A member who chooses to 


retire and draw a pension benefit may return to service with a volunteer fire department without loss of benefits. 
However, a returning retired member may not be considered an active member accruing credit for service. 


Summary of Benefits 
Eligibility for benefit 
Age 55, 20 years of credited service; 
Age 60, 10 years of credited service. 


Additional benefit 
As of April 25, 2005, all retirees may receive a benefit per month equal to $7.50 for each year of 
credited service, up to 30 years of credited service (maximum benefit $225). 


Effective July 1, 2011, members who retire on or after July 1, 2011, and have greater than 30 years of 
credited service will receive $7.50 per month for each additional year of credited service over 30 
years if the pension trust fund is actuarially sound, amortizing any unfunded liabilities in 20 years or 
less. This determination will be made annually and a member’s benefit will be capped at $225 a 
month (30 years of credited service) if the amortization period grows to greater than 20 years. 


Vesting 
10 years of credited service. 


Monthly benefit formula (effective January 1, 2016) 
$8.75 per year of credited service up to 20 years; 
$7.50 per year of credited service after 20 years 


Contributions to the Plan 


The State, as a nonemployer contributing entity, is the only contributor to the VFCA. Contributions are 5% of fire 
insurance premium taxes collected on certain fire risks. This requires the plan to be treated as a special funding 
situation in accordance with GASB 68. The State Auditor makes annual payments from the General Fund to the 
VFCA fund. Rates are specified by state law for contributions to the VFCA plan. The State legislature has the 
authority to establish and amend contribution rates to the plan. 


Actuarial Assumptions 


The total pension liability used to calculate the net pension liability was determined by an actuarial valuation as of 
June 30, 2014, with update procedures used to roll forward the total pension liability to June 30, 2015. There were 
several significant assumptions and other inputs used to measure the total pension liability. The actuarial 
assumptions used in the June 30, 2015, valuation were based on the results of the last actuarial experience study, 
dated May 2010 for the six-year period of July 1, 2003, to June 30, 2009. Among those assumptions were the 
following: 


e §=© Investment Return 7.715% 
e = Inflation at 3.00% 


e Mortality assumptions among contributing members, terminated vested members, service retired members 
and beneficiaries are based on RP 2000 Combined Employee and Annuitant Mortality Tables projected to 
2015 with scale AA. 


e Mortality assumptions among Disabled Retirees are based on RP 2000 Combined Employee and Annuitant 
Mortality Tables with no projections. No future mortality improvement is assumed. 


For VFCA the average dollar amount of recurring expense over the last three years was $61,000, adjusted for the 
inflation assumption. This dollar amount is added to normal cost for valuation purposes. 
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Discount Rate 


The discount rate used to measure the total pension liability was 7.75%. The projection of cash flows used to 
determine the discount rate assumed that contributions from the nonemployer contributing entity will be made based 
on the PERB’s funding policy, which establishes the contractually required rates under MCA. The State contributes 
5% of fire insurance premium taxes paid on certain fire risks. Based on those assumptions, the VFCA’s fiduciary net 
position was projected to be adequate to make all the projected future benefit payments of current plan members 
through the year 2123. Therefore, the long-term expected rate of return on pension plan investments was applied to 
all periods of projected benefit payments to determine the total pension liability. No municipal bond rate was 
incorporated in the discount rate. 


Target Allocations 


The long-term expected return on pension plan assets is reviewed as part of the regular experience studies prepared 
for the VFCA. The most recent analysis, performed for the period covering fiscal years 2003 through 2009, is 
outlined in a report dated May 2010, which is located on the MPERA website. Several factors are considered in 
evaluating the long-term rate of return assumption. These factors include rates of return adopted by similar public 
sector systems, as well as the utilization of a building block method in which best-estimate ranges of expected future 
real rates of return (expected returns, net of pension plan investment expense and inflation) are developed by the 
investment consultant for each major asset class. These ranges were combined to produce the long-term expected 
rate of return by weighting the expected future real rates of return by the target asset allocation percentage and then 
adding expected inflation. The assumption is intended to be a long-term assumption and is not expected to change 
absent a significant change in the asset allocation, a change in the inflation assumption, or a fundamental change in 
the market that alters expected returns in future years. Best estimates are presented as the arithmetic real rates of 
return for each major asset class included in the VFCA’s target asset allocation as of June 30, 2015, is summarized 
in the table below: 


Target Asset Long-Term Expected 


Asset Class Allocation Real Rate of Return 
Cash Equivalents 2.00% -0.25% 
Domestic Equity 36.00% 4.55% 
Foreign Equity 18.00% 6.10% 
Fixed Income 24.00% 1.25% 
Private Equity 12.00% 8.00% 
Real Estate 8.00% 4.25% 


Sensitivity Analysis 
In accordance with GASB 68 regarding the disclosure of the sensitivity of the net pension liability to changes in the 
discount rate, the above table presents the net pension liability calculated using the discount rate of 7.75%, as well as 


what the net pension liability would be if it were calculated using a discount rate that is 1.00% lower (6.75%) or 
1.00% higher (8.75%) than the current rate. 


(in thousands) 
1.0% Decrease (6.75%) Current Discount Rate 1.0% Increase (8.75%) 
State as a Nonemployer entity $14,777 $10,504 $6,865 


Net Pension Liability 


Net Pension Liability 


In accordance with GASB 68, employers and nonemployer contributing entities are required to recognize and report 
certain amounts associated with their participation in the VFCA. GASB 68 became effective June 30, 2015, and 
includes requirements to record and report proportionate shares of the collective net pension liability, pension 
expense, deferred inflows of resources, and deferred outflows of resources associated with pensions. 


In accordance with GASB 68, the VFCA has a special funding situation in which the State is legally responsible for 
making contributions directly to the VFCA on behalf of volunteer employers. Due to the existence of this special 
funding situation, the State is required to report a proportionate share of a volunteer fire company’s collective net 
pension liability that is associated with the non-State volunteer employer. 


(dollars presented in thousands) 
Net Pension Liability | Net Pension Liability Percent of 
as of 6/30/14 as of 6/30/15 Collective NPL 


State as a Nonemployer f 
Proportionate Share $5,089 $10,504 100% 


At June 30, 2016, the State reported a liability of $10.5 million for its proportionate share of the net pension liability. 
The total pension liability used to calculate the net pension liability was determined by an actuarial valuation as of 
June 30, 2014, with update procedures used to roll forward the total pension liability to June 30, 2015. The 
nonemployer’s proportion of the net pension liability was based on the nonemployer’s contributions received by the 
VFCA during the measurement period, July 1, 2014, through June 30, 2015, relative to total contributions received. 
At June 30, 2015, the State’s proportion as a nonemployer contributing entity in a special funding situation was 
100%. 

Changes in actuarial assumptions and methods: There were no changes in assumptions or other 

inputs that affected the measurement of the total pension liability. 


Changes in benefit terms: There have been no changes in benefit terms since the previous 
measurement date. 


Changes in proportionate share: There were no changes between the measurement date of the 
collective net pension liability and the nonemployer’s reporting date that are expected to have a 
significant effect on the nonemployer’s proportionate share of the collective net pension liability. 


Grant Expense Related to Special Funding 

The State as a nonemployer contributing entity recognized grant expense of $6.3 million for special funding support 
provided by a portion of fire tax premiums paid to the State and transferred to MPERA for its proportionate share of 
the VFCA pension expense that is associated with other employer participants in the plan. 


Deferred Outflows and Inflows 


At June 30, 2016, the State as a nonemployer contributing entity recognized a beginning deferred outflow of 
resources for fiscal year 2015 contributions of $1.9 million. 


As of the fiscal year ended June 30, 2016, the State as a nonemployer contributing entity reported its proportionate 
share of deferred outflows of resources and deferred inflows of resources related to VFCA from the following 
sources: 
(in thousands) 
Deferred Outflows — Deferred Inflows 


of Resources of Resources 
Difference between expected and actual : $309 
experience 
Earnings on pension plan investments - 693 
Contributions paid to VFCA subsequent to the $2,024 : 
measurement date - FY 2016 Contributions : 
Totals $2,024 $1,002 


Amounts reported as deferred outflows of resources related to pensions resulting from the State’s contributions 
made subsequent to the June 30, 2015, measurement date will be recognized as a reduction of the net pension 
liability in the fiscal year ended June 30, 2017. 


Other amounts reported as deferred outflows and inflows of resources related to pensions will be recognized in grant 
expense as follows: 
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(in thousands) 
Amount recognized in Grant 
Expense as an increase or 
Year ended June 30: —_ (decrease) to Grant Expense 


2017 $(612) 
2018 (302) 
2019 (303) 
2020 215 
2021 - 
Thereafter 


Teachers’ Retirement System — The TRS is administered by the Teachers’ Retirement Board (TRB), which is the 
governing body of a mandatory multiple-employer cost-sharing defined benefit pension plan that provides 
retirement services to persons in Montana employed as teachers or professional staff of any public elementary or 
secondary school, community college, or unit of the university system. The TRS as an employer does not 
participate in the plan and acts only as the administrator of the plan. 


The TRB is the governing body of the TRS and the TRS’s staff administer the TRS in conformity with the laws set 
forth in Title 19, chapter 20, MCA, and administrative rules set forth in Title 2, chapter 44 of the Administrative 
Rules of Montana. 


Summary of Benefits 

Through June 30, 2013, all members enrolled in TRS participated in a single-tiered plan ("Tier One"). Employees 
with a minimum of 25 years of service or who have reached age 60 with 5 years of service are eligible to receive an 
annual retirement benefit equal to creditable service years divided by 60 times the average final compensation. Final 
compensation is the average of the highest three consecutive years of earned compensation. Benefits fully vest after 
5 years of creditable service. Vested employees may retire at or after age 50 and receive reduced retirement benefits. 
Benefits are established by state law and can only be amended by the Legislature. 


Beginning July 1, 2013, new members in TRS participate in a second benefit tier ("Tier Two"), which differs from 
Tier One as follows: 

e Tier Two uses a 5-year average final compensation (as opposed to 3-year AFC in Tier One) 

e Tier Two provides for unreduced service retirement benefits at age 60 with 5 years of creditable service or 
at age 55 with at least 30 years of creditable service (rather than at age 60 with 5 years of service or at any 
age with creditable service in 25 years in Tier One) 

e Tier Two provides for early retirement benefits with 5 years of creditable service at age 55 (rather than age 
50 in Tier One) 

e Tier Two has a one percent higher normal employee contribution rate (though a temporary 1% 
supplemental employee contribution rate is also now currently in place for Tier One members), and 

e Tier Two provides for an enhanced benefit calculation—1.85% x AFC x years of creditable service—for 
members retiring with at least 30 years of creditable service and at least 60 years of age (rather than 1.6667 
x AFC x years of creditable service) 


A guaranteed annual benefit adjustment (GABA) is payable on January Ist of each calendar year for each retiree 
who has received at least 36 monthly retirement benefit payments prior to that date. The GABA is applicable to both 
Tier One and Tier Two members. The GABA for Tier 1 members is 1.5% of the benefit payable as of January 1. For 
Tier Two members the GABA each year may vary from 0.5% to 1.5% based on the retirement system’s funding 
status and the period required to amortize any unfunded accrued actuarial liability as determined in the prior 
actuarial valuation. The legislative enactment that allows for reduction of the GABA for Tier One members was in 
litigation and has since been settled. 


Contributions to the System 
All active employees in the TRS, regardless of employer type, are required to provide a contribution equal to 8.15% 
of their compensation. 


All State and University employers are required to contribute 11.05% of compensation provided to an active, 
nonreemployed member. All school district and other employers are required to contribute 8.67% of an active, 
nonreemployed, member's compensation to the System. 


Section 19-20-605, MCA, requires each employer to contribute 9.85% of total compensation paid to all reemployed 
TRS retirees employed in a TRS reportable position. Pursuant to Section 19-20-609, MCA, this amount shall 
increase by 1.00% for fiscal year 2014 and increase by 0.10% each fiscal year through 2024 until the total employer 
contribution is equal to 11.85% of reemployed retiree compensation. 


The TRS receives a portion of the total required statutory contributions directly from the State for all employers. The 
employers are considered to be in a special funding situation and the State is treated as a nonemployer contributing 
entity in the TRS. The System receives 0.11% of reportable compensation from the General Fund for all TRS 
members. The TRS also receives 2.38% of reportable compensation from the General Fund for school districts and 
other employers. Finally, the State is also required to contribute $25 million in perpetuity payable July Ist of each 
year. The Legislature has the authority to establish and amend contribution rates to the plan. 


Actuarial Assumptions 

The total pension liability as of June 30, 2015, is based on the results of an actuarial valuation date of July 1, 2015. 
There were several significant assumptions and other inputs used to measure the total pension liability. The actuarial 
assumptions used in the July 1, 2015, valuation were based on the results of the last actuarial experience study, dated 
May 1, 2014. Among those assumptions were the following: 


e Total wage increases 4.00%-8.51% for non-university members 
(includes 4% general wage increase assumption) 5.00% for university members 

e = Price Inflation 3.25% 

e Investment Return 7.75% 


e Postretirement Benefit Increases (starting three years after retirement) 
O Tier One members: If the retiree has received benefits for at least three years, the retirement allowance 
will be increased by 1.5% on January Ist. 
O Tier Two members: The retirement allowance will be increased by an amount equal to or greater than 
.5% but no more than 1.5% if the most recent actuarial valuation shows the TRS to be at least 90% 
funded and the provisions of the increase is not projected to cause the funded ratio to be less than 85%. 
e Mortality among contributing members, service retired members, and beneficiaries 
O For Males: 1992 base rates from the RP 2000 Healthy Annuitant Mortality Table for ages 50 and 
above and 1992 base rates from the RP 2000 Combined Healthy Annuitant Mortality Table for ages 
below 50, set back four years, with mortality improvements projected by Scale BB to 2018. 
O For Females: 1992 base rates from the RP 2000 Healthy Annuitant Mortality Table for ages 50 and 
above and base rates from the RP 2000 Combined Healthy Annuitant Mortality Table for ages below 
50, set back two years, with mortality improvements projected by Scale BB to 2018. 
e Mortality among disabled members 
O For Males: RP 2000 Disabled Mortality Table for Males, set forward one year, with mortality 
improvements projected by Scale BB to 2018. 
O For Females: RP 2000 Disabled Mortality Table for Females, set forward five years, with mortality 
improvements projected by Scale BB to 2018. 


Discount Rate 

The discount rate used to measure the total pension liability was 7.75%. The projection of cash flows used to 
determine the discount rate assumed that contributions from participating TRS members, employers, and 
nonemployer contributing entities will be made based on the TRB’s funding policy, which establishes the 
contractually required rates under MCA. In addition to these contributions, the State General Fund will contribute 
$25 million annually to the TRS payable July 1st of each year. Based on those assumptions, the TRS’s fiduciary net 
position was projected to be adequate to make all the projected future benefit payments of current plan members 
through the year 2119. Therefore, the long-term expected rate of return on pension plan investments was applied to 
all periods of projected benefit payments to determine the total pension liability. No municipal bond rate was 
incorporated in the discount rate. 
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Target Allocations 

The assumed long-term expected return on pension plan assets is reviewed as part of the regular experience studies 
prepared for the TRS. The most recent analysis, performed for the period covering fiscal years 2008 through 2013, is 
outlined in a report dated May 1, 2014. Several factors are considered in evaluating the long-term rate of return 
assumption including long-term historical data, estimates inherent in current market data, and a log-normal 
distribution analysis in which best-estimate ranges of expected future real rates of return (expected return, net of 
investment expense and inflation) were developed by the investment consultant for each major asset class. These 
ranges were combined to produce the long-term expected rate of return by weighting the expected future real rates 
of return by the target asset allocation percentage and then adding expected inflation. The capital market 
assumptions developed by the investment consultant are intended for use over a 10-year horizon and may not be 
useful in setting the long-term rate of return for funding pension plans which covers a longer timeframe. The 
assumption is intended to be a long-term assumption and is not expected to change absent a significant change in the 
asset allocation, a change in the inflation assumption, or a fundamental change in the market that alters expected 
returns in future years. Best estimates of arithmetic real rates of return for each major asset class included in the 
TRS’s target asset allocation as of June 30, 2015, is summarized in the table below: 


Target Asset Long-Term Expected 


Asset Class Allocation Real Rate of Return 
Broad US Equity 36.00% 4.80% 
Broad International Equity 18.00% 6.05% 
Private Equity 12.00% 8.50% 
Intermediate Bonds 23.40% 1.50% 
Core Real Estate 4.00% 4.50% 
High Yield Bonds 2.60% 3.25% 
Non-Core Real Estate 4.00% 7.50% 


Sensitivity Analysis 

In accordance with GASB 68 regarding the disclosure of the sensitivity of the net pension liability to changes in the 
discount rate, the table below presents the net pension liability calculated using the discount rate of 7.75%, as well 
as what the net pension liability would be if it were calculated using a discount rate that is 1.00% lower (6.75%) or 
1.00% higher (8.75%) than the current rate. 


(in thousands) 
1.0% Decrease Current Discount 1.0% Increase 
(6.75%) Rate (8.75%) 
State as an Employer in TRS - Net 
Pension Liability $77,256 $56,230 $38,538 
State as a Nonemployer Contributing 889,052 647,092 443,496 


Entity to TRS - Net Pension Liability 


Net Pension Liability 

In accordance with GASB 68, employers and nonemployer contributing entities are required to recognize and report 
certain amounts associated with their participation in the TRS. GASB 68 became effective June 30, 2015, and 
includes requirements for participants to record and report their proportionate share of the collective net pension 
liability, pension expense, deferred inflows of resources, and deferred outflows of resources associated with 
pensions. In accordance with GASB 68, the TRS has a special funding situation in which the State is legally 
responsible for making contributions directly to TRS that are used to provide pension benefits to the retired 
members of the TRS. Due to the existence of this special funding situation, the State is required to report a 
proportionate share of a local government or school district’s collective net pension liability that is associated with 
the non-State employer. 

(dollars presented in thousands) 
Net Pension Liability | Net Pension Liability Percent of 


as of 6/30/14 as of 6/30/15 Collective NPL 
State's as an Employer Entity $ 72,168 $ 56,230 3.422388% 
State's as a Nonemployer Entity 596,724 647,092 39.384625% 


State of Montana Totals $668,892 703,322 42.807013% 


At June 30, 2016, the State reported a liability of $703.3 million for its proportionate share of the net pension 
liability as an employer and nonemployer contributing entity. The net pension liability was measured as of June 30, 
2015, and the total pension liability used to calculate the net pension liability was determined by an actuarial 
valuation as of July 1, 2015. The employer’s proportion of the net pension liability was based on the State’s 
contributions received by the TRS during the measurement period, July 1, 2014, through June 30, 2015, relative to 
the all contributions received from the TRS’s participating employers and the nonemployer contributing entity. At 
June 30, 2015, the State as an employer had a proportionate share of 3.422388% and as a nonemployer contributing 
entity a proportionate share of 39.384625%. 

Changes in actuarial assumptions and methods: The following changes in assumptions or other inputs that 

affected the measurement of the total pension liability have been made since the previous measurement 

date. 

e Correctly reflect the proportion of members that are assumed to take a refund of contributions 
upon termination and appropriately reflect the three-year COLA deferral period for Tier Two 
members. 

e The 0.63% load applied to the projected retirement benefits of the university members “to account 
for larger than average annual compensation increases observed in the years immediately 
preceding retirement” is not applied to benefits expected to be paid to university members on 
account of death, disability and termination (prior to retirement eligibility). 

e The actuarial valuation was updated to reflect the assumed rate of retirement for university 
members at age 60 is 8.50% as stated in the actuarial valuation report. 

e —=- The actuarial valuation was updated to reflect the fact that vested terminations are only covered by 
the $500 death benefit for the one year following their termination and, once again when the 
terminated member commences their deferred retirement annuity (they are not covered during the 
deferral period). Additionally, only the portion of the terminated members that are assumed to 
“retain membership in the TRS” are covered by the $500 death benefit after termination. 


Changes in benefit terms: There have been no changes in benefit terms since the previous measurement 
date. 


Changes in proportionate share: There were no changes between the measurement date of the collective 
net pension liability and the employer’s reporting date that are expected to have a significant effect on the 
employer’s proportionate share of the collective net pension liability. 


Employer Pension Expense and Nonemployer Contributing Entity Special Funding Grant Expense 


At June 30, 2016, the State as an employer recognized a pension expense of $7.7 million for its proportionate share 
of the collective TRS pension expense. The State as a nonemployer contributing entity also recognized grant 
expense of $30.0 million for special funding support provided by the State’s General Fund for its proportionate 
share of the collective TRS pension expense that is associated with other employer participants in the TRS. Total 
pension expense for fiscal year 2016 was $37.7 million. 


Deferred Outflows and Inflows 
At June 30, 2016, the State as an employer recognized a beginning deferred outflow of resources for fiscal year 2015 
contributions of $16.2 million. 


As of the fiscal year ended June 30, 2016, the State as an employer reported its proportionate share of deferred 
outflows of resources and deferred inflows of resources related to the TRS from the following sources: 


(in thousands) 
Deferred Outflows Deferred Inflows 
of Resources of Resources 
Difference between expected and actual $ 593 


experience 
Difference between projected and actual $3,019 
earnings on pension plan investments 
Changes in proportionate share 796 119 
Difference between actual and expected 11,322 696 
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(in thousands) 
Deferred Outflows Deferred Inflows 
of Resources of Resources 
contributions and changes in proportion 
Contributions paid to TRS subsequent to the 16.946 
measurement date - FY 2016 Contributions : 
Totals $29,657 $3,834 


Amounts reported as deferred outflows of resources related to pensions resulting from the employer’s contributions 
made subsequent to the June 30, 2015, measurement date will be recognized as a reduction of the net pension 
liability in the fiscal year ended June 30, 2017. 


Other amounts reported as deferred outflows of resources and inflows of resources related to pensions will be 
recognized in pension expense as follows: 
(in thousands) 
Amount recognized in Pension 
Expense as an increase or 
Year ended June 30: _—_ (decrease) to Pension Expense 


2017 $3,778 
2018 3,777 
2019 547 
2020 775 
2021 - 
Thereafter 


At June 30, 2016, the State as a nonemployer contributing entity recognized a beginning deferred outflow of 
resources as a for fiscal year 2015 contributions of $42.8 million. 


As of the fiscal year ended June 30, 2016, the State as a nonemployer contributing entity reported its proportionate 
share of deferred outflows of resources and deferred inflows of resources from the following sources: 


(in thousands) 
Deferred Outflows Deferred Inflows 


of Resources of Resources 
Difference between expected and actual experience $ 6,824 $ 3 
Changes of assumptions 9,157 1,367 
Difference between projected and actual earnings on 34,748 


pension plan investments 
Changes in proportionate shares 4,384 24,206 
Contributions paid to TRS subsequent to the 42.400 

measurement date - FY 2016 Contributions ’ 

Totals $62,765 $60,321 


Amounts reported as deferred outflows of resources related to pensions resulting from the nonemployer’s 
contributions subsequent to the June 30, 2015, measurement date will be recognized as a reduction of the net 
pension liability in the fiscal year ended June 30, 2017. 


Other amounts reported as deferred outflows and inflows of resources related to pensions will be recognized in grant 
expense as follows: 


(in thousands) 
Amount recognized in Grant 
Expense as an increase or 
Year ended June 30: _—_ (decrease) to Grant Expense 


2017 $(15,598) 
2018 (15,596) 
2019 (17,676) 


2020 8,914 


(in thousands) 
Amount recognized in Grant 
Expense as an increase or 
Year ended June 30: _—_ (decrease) to Grant Expense 
2021 - 
Thereafter 


D. Legal Actuarial Status of Plans 


The Montana Constitution, Article VIII, Section 15, states that public retirement systems shall be funded on an 
actuarially sound basis. To maintain a fund on an actuarially sound basis, the rate of contributions should fund the 
normal cost, in addition to amortizing the unfunded liability over a period not to exceed 30 years. 


The statutory funding rate is tested in the valuation of each public retirement plan to determine if it is sufficient to 
cover the normal cost rate plus an amortization payment of the unfunded actuarial liability, if any, over no more than 
30 years. As of June 30, 2016, the Sheriffs’ Retirement System (SRS) and Game Warden & Peace Officers’ 
Retirement System (GWPORS) were not in compliance and do not amortize. 


E. Public Employee Defined Contribution Retirement Plans 


Public Employees’ Retirement System-Defined Contribution Retirement Plan — The Public Employees’ 
Retirement System - Defined Contribution Retirement Plan (PERS-DCRP) is a multiple Employer plan established 


July 1, 2002, and governed by Title 19, Chapters 2 & 3, MCA. This plan is available to eligible employees of the 
State, Montana University System, local governments, and school districts. All new PERS members are initially 
members of the PERS-DBRP and have a 12-month window during which they may choose to transfer to the PERS- 
DCRP, or remain in the PERS-DBRP, by filing an irrevocable election. If an election is not filed, the member 
remains in the PERS-DBRP. Members may not be members of both the defined contribution and defined benefit 
retirement plans. The PERS-DBRC provides retirement, disability and death benefits to plan members and their 
beneficiaries. 


Member and Employer contribution rates are established by state law and may be amended only by the Legislature. 
Employees contribute at a rate of 7.90% of their compensation. Contributions made to the plan by an employee 
remain 100% vested in their interest. Members who achieve 5 years of employment are vested in the plan. Should 
they terminate prior to this 5 year period, all employer contributions are forfeited to the plan. Amounts forfeited are 
held in a separate plan forfeiture account and can only be used to pay the administrative expenses, including startup 
costs, of the plan. Total pension expense for the State as a PERS-DCRP employer for the year ended June 30, 2016, 
is $3.7 million and contribution forfeitures were $219.8 thousand. 


Local government entities contribute 8.27% of member compensation. School district employers contributed 7.90% 
of member compensation. The State contributes 0.1% of member compensation on behalf of local government 
entities and 0.37% of member compensation on behalf of school district entities. Each State agency and University 
employer contributed 8.37% of member compensation. 


The total contribution rate of 8.37%, referenced in the preceding paragraph, is allocated as follows: 4.19% to the 
member’s retirement account; 3.84% to the member’s retirement account after the plan choice rate unfunded 
actuarial liability was paid in March 2016; 0.04% to the defined contribution education fund; and 0.30% to the 
defined contribution Other Post Employment Benefit (OPEB) disability plan. 


The PERS-DCRP also administers an OPEB disability plan. See Note 7 for additional information related to this 
portion of the plan. 

457-Deferred Compensation Plan — The 457-Deferred Compensation Plan (457-Plan) is a voluntary supplemental 
retirement savings plan established in 1974. The Deferred Compensation Plan is governed by Title 19, Chapter 50, 
MCA, in accordance with Internal Revenue Code (IRC) Section 457. This plan is available to all employees of the 
State, Montana University System, and contracting political subdivisions. The State and 43 non-state entity 
employers participate in the 457-Plan. 
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Assets of the Deferred Compensation Plan are required to be held in trusts, custodial accounts or insurance company 
contracts for the exclusive benefit of participants and their beneficiaries. Empower Retirement™ is the record 
keeper for the plan. Participants elect to defer a portion of their salary, within IRC limits. The deferred salary is not 
available to employees until separation from service, retirement, death, or upon an unforeseeable emergency while 
still employed, provided IRS-specified criteria are met. 


F. Montana University System Retirement Program 


Montana University System-Retirement Program (MUS-RP) — This system was established in January 1988 and 
is underwritten by the Teachers Insurance and Annuity Association-College Retirement Equities Fund (TIAA- 
CREF). Effective July 1, 1993, MUS-RP was made the mandatory retirement plan for new faculty and 
administrative staff with contracts under the authority of the Board of Regents, previously referred to as the Optional 
Retirement Program (ORP). The MUS-RP is a defined contribution retirement plan governed by Title 19, Chapter 
21 of the MCA. Combined contributions to the faculty and professional staff plan cannot exceed 13% of the 
participant’s compensation per 19-21-203, MCA. Combined contributions to the classified staff plan are 16.37% 
per 19-3-316, MCA. 


The benefits at retirement depend upon the amount of contributions, amount of investment gains and losses, and the 
employee life expectancy at retirement. Under the MUS-RP, each employee enters into an individual contract with 
TIAA-CREF. Individuals are immediately vested with all contributions. The Montana University System records 
employee/employer contributions, and remits monies to TIAA-CREF. Total contributions made to the plan by the 
employer were $14.9 million and the total employee contributions were $17.8 million for the fiscal year ended June 
30, 2016. 


G. Method Used to Value Investments 


The Montana Board of Investments (BOI) manages the investments, as authorized by state law, for the defined 
benefit retirement plans in investment pools. Each plan owns an equity position in the pools and receives 
proportionate investment income from the pool in accordance with respective ownership. Investments are reported at 
fair value. Mortgages are valued on the basis of future principal and interest payments and are discounted at 
prevailing interest rates for similar instruments. The fair value of real estate investments is based on appraised value. 
Investments that do not have an established market are reported at estimated fair value. These values are based on 
market prices supplied to the BOI by its custodial bank, State Street Bank, and various brokerage services. Further 
detail related to investments is provided in Note 3. 


H. Long-term Contracts for Contributions 


The Montana Legislature enacted a provision of the Employee Protection Act (EPA) (Title 19, Chapter 2, Part 706, 
MCA) allowing state and university system employees who are eligible for a service retirement and whose positions 
have been eliminated to have their Employer pay a portion of the total cost of purchasing up to three years of “1-for- 
5” additional service. In fiscal year 2016, there were 242 employees participating in the program. 


The Employer has up to ten years to complete payment for the service purchases and is charged the actuarially 
required rate of return as established by the Montana Public Employee Retirement Administration (MPERA) on the 
unpaid balance. Total contributions received (including interest) during fiscal year 2016 totaled $239.3 thousand. 
The outstanding balance at June 30, 2016, totaled $29.7 thousand. 


I. Litigation 


Wrzesien v. State. Three members of PERS who elected to participate in either the PERS Defined Contribution 
Retirement Plan or the University System's Montana University System Retirement Program (MUS-RP) (formally 
known as the Optional Retirement Program) have sued the State of Montana and MPERA over the PERS plan 
choice rate. The complaint alleges equal protection and due process violations, and requests issuance of a 
declaratory judgment granting plaintiffs the employer contributions paid toward the plan choice rate. Class action 
certification is also requested. The plaintiffs are represented by Travis Dye of Kalkstein, Johnson & Dye in 


Missoula, Montana. The State and MPERA are represented by J. Stuart Segrest of the Montana Attorney General's 
Office. The complaint was subsequently amended to include the 1% in employer contributions for DCRP plan 
members that, pursuant to HB 454 (2013), go to the PERS defined benefit retirement plan starting July 1, 2013. A 
hearing on the cross motions for summary judgment was held before Judge Reynolds on October 7, 2014. A 
decision was made in favor of the State granting the motion on November 13, 2014. 


The Plaintiffs appealed to the State Supreme Court and on September 28, 2016, the Court upheld the 
constitutionality of the plan choice rate. Therefore, neither the State nor MPERA will incur a liability. 


Tadman, et al. v. State. A retired member of the Sheriffs' Retirement System filed a class action against the State of 
Montana on October 6, 2015, alleging the inappropriate payment of state and federal income tax on certain line-of- 
duty disability benefits. Plaintiff is represented by Lawrence A. Anderson, an attorney located in Great Falls, 
Montana. The State was served with the complaint on November 25, 2015, and will be represented by Eric Biehl 
and Hanna Warhank from Church, Harris, Johnson, & Williams PC, in Great Falls, Montana and the PERB's legal 
counsel. The State's response to the complaint was filed on January 25, 2016. As of the date of the printing of this 
report, no further action other than discovery has taken place in this matter. 
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NOTE7. OTHER POSTEMPLOYMENT BENEFITS (OPEB) 


A. General 


The State of Montana and the Montana University System (MUS) provide optional postemployment healthcare 
benefits in accordance with Section 2-18-704, MCA to the following employees and dependents who elect to continue 
coverage and pay administratively established contributions: (1) employees and dependents who retire under applicable 
retirement provisions, and (2) surviving dependents of deceased employees. Medical, dental, and vision benefits are 
available through this plan. Retirement eligibility criteria differ by retirement plan. Further detail on Retirement Plans is 
provided in Note 6. 


In accordance with Section 2-18-704, MCA, the MUS provides post-retirement health insurance benefits to employees 
who are eligible, to receive retirement benefits from the Teachers Retirement System (TRS), the Public Employees’ 
Retirement System (PERS), or an annuity under the Optional Retirement Plan, and have been employed by MUS for at 
least five years, are age 50, or have worked 25 years with MUS. Spouses, unmarried dependent children, and surviving 
spouses are also eligible. 


Section 19-3-2141, MCA, establishes a long-term disability plan trust fund (PERS-DCRP Disability) for all State of 
Montana Employees that participate in the Public Employee Retirement System-Defined Contribution Retirement Plan 
(PERS-DCRP). All new PERS members are initially members of the Public Employee Retirement System-Defined 
Benefit Retirement Plan (PERS-DBRP) and have a 12-month window during which they may choose to transfer to the 
PERS-DCRP or remain in the PERS-DBRP by filing an irrevocable election. If an election is not filed, the member 
remains in the PERS-DBRP. Members may not be members of both the defined contribution and defined benefit 
retirement plans. Only those participants that choose the PERS-DCRP are covered by the PERS-DCRP Disability plan. 


Montana State Fund, a discretely presented component of the State, by statute, prepares separately issued financial 
statements on a calendar year-end basis. Due to the difference in reporting period, there will be a variance between 
the note disclosures and the financial statements for the OPEB implicit rate subsidy. 


B. Plan Descriptions 


Both healthcare OPEB plans for the State of Montana and MUS are agent multiple employer plans. In addition to the 
primary government, the participating employers under the State Plan are Facility Finance Authority, Montana Board 
of Housing, Public Employees’ Retirement System, Montana State Fund, and Teachers’ Retirement System. The 
participating employers under the MUS plan are Dawson Community College (Dawson CC), Flathead Valley 
Community College (Flathead CC), Miles Community College (Miles CC), Office of Commissioner on Higher 
Education (OCHE), Montana State University — Billings (MSU-Billings), Montana State University — Bozeman 
(MSU-Bozeman), Great Falls College MSU, Montana State University — Northern (MSU-Northern), University of 
Montana — Montana Tech (UM-MT Tech), Helena College UM, University of Montana — Missoula (UM-Missoula), 
and University of Montana — Western (UM-Western). Each participating employer is required by GASB Statement No. 
43, Financial Reporting for Postemployment Benefit Plans Other Than Pension Plans (GASB 43) to disclose additional 
information regarding funding policy, the employer’s annual OPEB cost and contributions made, the funded status and 
funding progress of the employer’s individual plan, and actuarial methods and assumptions used. 


The healthcare OPEB plans allow retirees to participate, as a group, at a rate that does not cover all of the related costs. 
This results in the reporting of an “implied rate” subsidy in the related financial statements and note disclosures. While 
this liability is disclosed for financial statement purposes, it does not represent a legal liability of the State or any of its 
component units. Accordingly, reported contributions are not a result of direct funding to the plans or for associated 
liabilities, but are a measure of the difference in retiree payments into the plans and actual medical costs associated with 
those individuals paid for by the plans. 


The healthcare OPEB plans are reported as agency funds. There are no assets or liabilities as only contributions 
collected and distributions made are reflected in these funds. 


The PERS-DCRP Disability is a multiple-employer cost sharing plan that covers employees of the State, local 
governments, and certain employees of the university system and school districts, who are not covered by a separate 
retirement system governed by Title 19, MCA. The PERS-DCRP Disability plan provides disability benefits to PERS- 
DCRP plan members who are vested in the plan and are currently ineligible for retirement. 


A separate trust has been established for purposes of providing disability benefits to PERS-DCRP Disability plan 
members and it is accounted for as a fiduciary fund. The assets are held in a trust capacity for the beneficiaries. The 
Public Employee Retirement System issues publicly available annual reports which include financial statements and 
required supplemental information for the plan. Those reports may be obtained online (http://mpera.mt.gov) or by 
contacting the following: 


Public Employees’ Retirement Board 
100 North Park, Suite 200 

P.O. Box 200131 

Helena, MT 59620-0131 


Further details on the funding policies are provided in section D. of this note. 
C. Basis of Accounting 


OPEB liability is reported on an accrual basis on the proprietary and fiduciary fund financial statements, the 
government-wide financial statements and the component unit financial statements. OPEB is not reported on the 
governmental fund financial statements, as OPEB liability is considered a long-term liability. Plan member 
contributions are recognized in the period in which the contributions are made. Benefits and refunds are recognized 
when due and payable in accordance with the terms of each plan. 


The healthcare OPEB plan document states “an employee enrolled in the State Plan who (a) at least meets the early 
retirement criteria defined by Montana Public Employees’ Retirement Administration (MPERA); and (b) makes 
arrangements with the Health Care and Benefits Division (HCBD) within 60 days of the date active employee coverage 
ends to continue post-retirement coverage, may continue with the State Plan on a self-pay basis, retroactive back to the 
date active employee coverage was lost.” Therefore, the plan does not include terminated employees who have 
accumulated benefits but are not yet receiving them. There have been no significant changes in the number covered or 
the type of coverage as of June 30, 2016. 


The number of State Plan participants as of December 31, 2015, follows: 


State Plan Participants 


Public 
Facility Montana Employee Montana Teachers 
Finance Board Retirement State Retirement 
Enrollment State Authority of Housing Board Fund System Total 
Active employees 12,241 1 17 45 269 19 12,592 
Retired employees, 
spouses, and 
surviving spouses (1) 3,983 - 2 3 28 2 4,018 
Total 16,224 1 19 48 297 21 16,610 


(1) Due to the inability to determine, without considerable effort, the last place an employee worked before retiring, the bulk of retires 
are listed as State regardless of their last place of employment. Since we are unable to account for all retired employees last place 
of employment cumulatively, an allocation method was used based on the accrued liability and ARC for active employees by entity 
for the determination of the inactive liability by entity. 
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The number of MUS Plan participants as of June 30, 2016, follows: 


MUS Plan Participants 
MSU- MSU- GFC- MSU- HC- UM- UM- UM- 
Enrollment Billings Bozeman MSU Northern | OCHE UM Msla  MTTech Western Other Total 
Active employees 427 2,392 113 165 76 87 ~—.2,091 373 173 324 6,221 
Retired employees, 
spouses, and 
surviving spouses 168 699 12 52 29 23 649 129 86 79 1,926 
Total 595 3,091 125 217 105 110 2,740 502 259 403 8,147 


PERS-DCRP participants who are 100% vested in the plan, and become disabled, are entitled benefits as defined in 
Section 19-3-2141, MCA. There have been no significant changes in the number of participants or the type of 
coverage as of June 30, 2016. 


The number of PERS-DCRP Disability Plan participants as of June 30, 2016, follows: 


PERS-DCRP Disability Plan Participants 


Terminated Terminated 
Retirees and Vested Non-Vested 
Enrollment Active Disabled Beneficiaries Members Members Total 
Participant counts used 
for valuation 2,409 7 - - - 2,416 


D. Funding Policies 


The State of Montana and MUS pay for postemployment healthcare benefits on a pay-as-you-go basis. Section 2-18-8, 
MCA gives authority for establishing and amending the funding policy to the Department of Administration for the 
State group health insurance plan. Section 20-25-13, MCA gives authority for establishing and amending the funding 
policy to the Board of Regents for the MUS group health insurance plan. 


As of June 2016, the State Plan’s administratively established retiree medical contributions vary between $416 and 
$1,506 per month depending on the medical plan selected, family coverage, and Medicare eligibility. Administratively 
established dental contributions vary between $41.10 and $70 and vision hardware contributions vary between $7.64 
and $22.26 depending on the coverage selected. 


As of June 2016, the MUS plan’s administratively established retiree medical premiums vary between $225 and $1,885 
per month. Retiree dental premiums vary between $52 and $156 per month while vision premiums vary from $7.48 to 
$21.80 depending on the types and number of dependents enrolled. The plan provides different coinsurance amounts 
and deductibles depending on whether members use in-network or out-of-network providers. The plan automatically 
reduces claim reimbursement for members eligible for Medicare, even if the member is not enrolled in Medicare. As of 
June 30, 2016, 1,763 retirees (policyholders) were enrolled in the MUS plan. 


The PERS-DCRP Disability plan is funded through a portion of the statutorily required employer contributions in 
Section 19-3-2117, MCA. An amount equal to 0.3% of a PERS-DCRP members’ compensation is contributed to this 
trust fund by each participating employer. 


E. Annual Other Postemployment Benefit Cost and Contributions 


The annual required contribution (ARC), an actuarially determined rate in accordance with the parameters of GASB 
Statement No. 45, Accounting and Financial Reporting by Employers for Postemployment Benefits Other Than 
Pensions (GASB 45) represents a level of funding that, if paid on an ongoing basis, is projected to cover the normal 
cost each year and amortize any unfunded actuarial liabilities over a period not to exceed 30 years. The current 


State’s ARC of $34.0 million is 5.26% of annual covered payroll. The State’s annual covered payroll is $645.9 
million. The current MUS’s ARC of $9.7 million is 2.33% of annual covered payroll. The MUS’s annual covered 
payroll is $416.6 million. 


There are no long-term contracts for contributions to either plan. Contributions refer to payments made in relation to 
the ARC. Since the State and MUS do not fund their plans, contributions disclosed as being made herein are an 
implicit rate subsidy provided through the difference of retiree payments provided to the healthcare plan and claims 
paid by the plan on a retiree’s behalf. 


The following table presents the OPEB cost for the year, the amount contributed, and changes in the OPEB plan for 
fiscal year 2016 (in thousands): 


Annual OPEB Cost & Changes in Net OPEB Obligation 


State MUS 

Annual required contribution/OPEB cost $ 33,960 $ 9,669 
Interest on net OPEB obligation 10,482 4,569 
Amortization factor (8,221) (3,584) 
Annual OPEB cost 36,221 10,654 
Retiree claims paid (1) (8,999) (3,056) 

Increase in net OPEB obligation 27,222 7,598 
Net OPEB obligation — beginning of year (1) 245,825 107,498 
Net OPEB obligation — end of year $273,047 $115,096 


Note that the amounts in the State and MUS Annual OPEB Cost table above include component unit and 
community college portions and therefore, they will not match the Statement of Net Position. 


(1) Anew actuarial valuation of the OPEB Liability was performed as of December 31, 2015. This resulted in the need 
to perform an adjustment of the amounts for reflection in the accounting records. The State adjusted the current 
year Retiree Claims Paid amount and the Montana University System adjusted their prior year OPEB balance. As a 
result, the upper table continues to show the State's Beginning Net OPEB Obligation historical value, but the new 
actuarial value is presented below; whereas, the MUS liability, in either table, no longer presents the prior year 
CAFR amount reported. 


The State and MUS annual healthcare OPEB cost, the percentage of annual implicit contributions toward the OPEB 
cost through retiree claims paid on their behalf, and the net OPEB obligation for fiscal years 2016 through 2013 was 


as follows (in thousands): 


Contribution Ratio 


Percentage of 
Fiscal Year Annual OPEB Annual OPEB Cost Net OPEB 
Ended Cost Contributed Obligation 
State 6/30/2016 $36,221 24.8% $273,047 
6/30/2015 37,205 28.2% 246,643 
6/30/2014 36,823 19.1% 219,109 
6/30/2013 34,544 10.0% 189,327 
MUS 6/30/2016 $10,654 28.7% $115,096 
6/30/2015 10,624 31.3% 107,498 
6/30/2014 10,671 15.9% 99,891 


6/30/2013 13,288 6.9% 90,916 
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The disability OPEB plan administered for defined contribution pension plan participants has an annual covered 
payroll, statutorily required contribution amount, and percentage of required contributions paid into the plan for 
fiscal years 2016 through 2013 as follows for the State and University system plan participants (in thousands): 


Statutorily 
Required Percentage of Statutorily 
Fiscal Year Contribution Required Contribution 

Ended Covered Payroll Amount Funded 
State 6/30/2016 $66,224 $199 100% 
6/30/2015 55,339 166 100% 
6/30/2014 50,083 150 100% 
6/30/2013 46,540 140 100% 
MUS 6/30/2016 $4,612 $14 100% 
6/30/2015 4,057 12 100% 
6/30/2014 4,115 12 100% 
6/30/2013 3,901 12 100% 


F. Actuarial Methods and Assumptions 


As of January 1, 2015, the State’s actuarially accrued liability (AAL) for benefits was $347.9 million, with no actuarial 
value of assets, resulting in an unfunded actuarial accrued liability (UAAL) of $347.9 million, and the ratio of the 
UAAL to the covered payroll was 53.87%. The UAAL is being amortized as a level dollar amount over an open basis 
for 30 years. 


In the December 31, 2015, actuarial valuation, the projected unit cost funding method was used for the State. The 
actuarial assumptions included a 4.25% discount rate and a 2.50% payroll growth rate. The projected annual healthcare 
cost trend rate is initially 3.4% for medical and 10.8% prescription drugs. The decrease to the medical costs trend rate 
in plan year 2015 is based on actual trend data instead of estimated trend rates. The medical rate increases to an 
actuarially determined 9.5% in 2016. Both medical costs and prescription drugs are reduced by decrements to a rate of 
5.0%, medical costs after eleven years and prescription drugs after six years. 


As of July 1, 2015, the MUS actuarially accrued liability (AAL) for benefits was $110.5 million, with no actuarial 
value of assets, resulting in an unfunded actuarial accrued liability (UAAL) of $110.5 million, and the ratio of the 
UAAL to the covered payroll was 26.5%. The UAAL is being amortized as a level dollar amount over an open basis 
for 30 years. 


In the June 30, 2016, actuarial valuation, the projected unit cost funding method was used for MUS. The actuarial 
assumptions included a 4.25% discount rate and a 2.50% payroll growth rate. The projected annual healthcare cost 
trend rate is 20.6% for both medical and prescription drugs, initially. The increase to medical and prescriptions drug 
cost trend rates in plan year 2015 is based on groups cumulative rate increase instead of estimate trend rates. Both 
medical costs and prescriptions drugs are reduced by decrements to a rate of 4.5% after eight years. 


Actuarial valuations of an ongoing plan involve estimates of the value of reported amounts and assumptions about the 
probability of events far into the future. Examples include assumptions about future employment, mortality, and the 
healthcare cost trend. Actuarially determined amounts are subject to continual revisions being actual results are 
compared with past expectations and new estimates are made about the future. Actuarial calculations reflect a long- 
term perspective. The schedule of funding progress, presented as required supplementary information following the 
notes to the financial statements, is designed to present multi-year trend information about whether the actuarial value 
of plan assets is increasing or decreasing over time relative to the actuarial liabilities for benefits. 


Projections of benefits for financial reporting progress are based on the substantive plan (the plan as understood by the 
employer and the plan members). This includes the types of benefits provided at the time of each valuation and the 
historical pattern of sharing of benefit costs between the employer and plan members to that point. 


The projection of benefits for financial reporting purposes does not explicitly incorporate the potential effects of legal 
or contractual funding limitations on the pattern of cost sharing between the employer and plan members in the future. 


Additional information as of the latest actuarial valuation for the State Plan follows: 


Contributions (in thousands) 
Before Medicare eligibility 
After Medicare eligibility 


Actuarial valuation date 
Actuarial cost method 
Amortization method 
Remaining amortization period 
Asset valuation method 
Actuarial assumptions: 

Discount rate 

Projected payroll increases 

Participation 

Future retirees 


Future eligible spouses 
Marital status at retirement 


Other Postemployment Benefits 
State Agent Multiple-Employer Plan 


Retiree/Surviving 


Spouse Spouse 
$11,172 $4,267 
4,454 3,545 


1/1/2015 (ARC calculated through December 31, 2015) 

Projected unit cost funding 

Level percent of payroll, open 

30 years 

Not applicable since no assets meet the definition of plan assets under GASB 
43 or GASB 45 

4.25% 

2.50% 

55.00% 


60.00% 
70.00% 


Additional information as of the latest actuarial valuation for MUS Pan follows: 


Contributions (in thousands) 
Before Medicare eligibility 
After Medicare eligibility 

Actuarial valuation date 

Actuarial cost method 

Amortization method 

Remaining amortization period 

Asset valuation method 

Actuarial assumptions: 
Discount rate 


Projected payroll increases 
Participation 


Other Postemployment Benefits 
MUS Agent Multiple-Employer Plan 


Retiree/Surviving 


Spouse Spouse 
$8,392 $3,866 
3,624 2,753 


7/1/2015 (ARC Calculated through June 30, 2016) 

Projected unit cost funding 

Level percent of payroll, open 

30 years 

Not applicable since no assets meet the definition of plan assets under GASB 


43 or GASB 45 


4.25% 
2.50% 
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Future retirees 50.00% 
Future eligible spouses 60.00% 
Marital status at retirement 70.00% 


G. Termination Benefits 


During the year ended June 30, 2016, the State made the following termination benefit arrangements: continued 
coverage of group health insurance benefits for six employees provided for up to twelve months, one-time lump-sum 
incentive payments for fifteen employees, and paid administrative leave for two employees. In determining the 
termination benefit liability related to the continued coverage of group health insurance benefits, it was assumed that 
these benefits would be paid for the entire period of the arrangement. 


During the year ended June 30, 2016, component units of the State made the following termination benefit 
arrangements: continued coverage of health insurance benefits and/or one-time incentive payments for eighteen 
employees. 


During the year ended June 30, 2016, the cost of termination benefits for the fiscal year was $665.0 thousand and 
$508.9 thousand for the State and its component units, respectively. 


NOTE 8. RISK MANAGEMENT 


There are three primary government public entity risk pools and one claims-servicing pool that are reported within the 
enterprise fund. These pools include Hail Insurance, the Montana University System (MUS) Group Insurance Plan, 
the MUS Workers Compensation Program, and the Subsequent Injury claims-servicing pool. The State of Montana 
(Old Fund) provides risk financing as an entity other than a public entity risk pool. The liability and payment of the 
workers compensation claims for incidents occurring before July 1, 1990, are reported in the government-wide 
financial statements within the primary government. Unpaid claims and claim adjustment expenses are estimated 
based on the ultimate cost of settling the claims including the effects of inflation and other societal/economic factors. 
Additionally, the primary government reports its own risk management activity within two internal service funds: 
Employees Group Benefits Plans and Administration Insurance Plans. In all of these funds, there are no significant 
reductions in insurance coverage from the prior year. These funds use the accrual basis of accounting. By statute, these 
funds cannot invest in common stock. Investments are recorded at fair value. Premiums and discounts are amortized 
using the straight-line method over the life of the securities. 


A. Public Entity Risk Pools 


(1) Hail Insurance — Any Montana producer engaged in growing crops subject to destruction or damage by hail may 
participate in the Hail Insurance program. The Hail Insurance program issued 1,109 policies during the 2016 growing 
season. This fund accounts for premium assessments paid by producers for crop acreage insured, investment and 
interest earnings, administrative costs, and claims paid for hail damage. Depending upon the actuarial soundness of 
the reserve fund and the damage in a season, producers may receive a premium refund. Anticipated investment income 
is considered in computing a premium deficiency, of which there is none. 


A claim must be submitted to the State Board of Hail Insurance within 14 days of a loss occurrence. The claim must 
indicate whether the grain is stemming, in the boot, heading out, in the milk, in the stiff dough, ready to bind, or 
combine. If beans, peas, or other crops are damaged, the growth-stage must also be indicated. Inspection of a crop 
will occur as promptly as possible after claim receipt. The liability on all insured crops expires after October 1. The 
insurance only covers loss or damage to growing grain that exceeds 5% destruction by hail. 


To reduce its exposure to large losses, the fund purchased Crop Hail Quota Share Reinsurance for the 2016 growing 
season, with an 85% share of premiums and losses allotted to the Reinsurer and a 15% share of each allotted to the 
State Hail Insurance. The fund recorded a liability of $134.5 thousand which is 15% of the estimated claims in the 
amount of $813.6 thousand plus adjustment expenses through June 30, 2016. The amount deducted from the 
estimated claims as of June 30, 2016 for reinsurance was $691.6 thousand or 85% of estimated claims. The premiums 
ceded to the reinsurer through June 30, 2016 were $1.9 million which was 85% of total premiums of $2.2 million. 


Any crop insurance liability is paid to the producers within one year of occurrence; therefore, liabilities are not 
discounted. The fund has no excess insurance or annuity contracts. 


(2) Montana University System (MUS) Group Insurance Plan —This plan is authorized by the Regents and in 
Section 20-25-13, MCA. The Plan's purpose is to provide medical, dental, prescription drug, and related group benefits 
coverage to employees of the Montana University System and affiliates, as well as their dependents, retirees, and 
COBRA members. The MUS Group Benefits Plan is fully self-insured, except for life insurance, long-term care, long- 
term disability, and accidental death and dismemberment insurance. Delta Dental administers the dental plan, Blue 
Cross and Blue Shield of Montana administers the vision plan, and MedImpact is the administrator for the prescription 
drug program. Allegiance Benefit Plan Management, Blue Cross and Blue Shield of Montana, and Pacific Source are 
the three third-party claims administrators for the self-insured managed care plan. Allegiance Benefit Plan 
Management, Blue Cross and Blue Shield of Montana, and Pacific Source have contracts for utilization management. 
The utilization management program consists of hospital pre-authorization and medical necessity review as well as 
large case management. Premiums are collected from employees through payroll deductions and recorded in the MUS 
Group Insurance enterprise fund. The claims liability is calculated by Actuaries Northwest and estimated to be $9.1 
million as of June 30, 2016, based on prior year experience. A liability is reported in the accompanying financial 
statements for these estimated claims. 
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(3) Montana University System (MUS) Workers’ Compensation Program — This plan was formed to provide 
self-insured workers compensation coverage for employees of the MUS. The MUS Board of Regents provides 
workers’ compensation coverage under Compensation Plan Number One (Section 39-7-2101, MCA). The program 
is self-insured for workers’ compensation claims with losses in excess of $750.0 thousand per occurrence ($500.0 
thousand for claims occurring prior to July 1, 2013) and $1.0 million per aircraft occurrence covered by reinsurance 
with a commercial carrier. Employer’s liability claims are covered to a maximum of $1.0 million above the self- 
insured amount of $750.0 thousand ($500.0 thousand for claims occurring prior to July 1, 2013). During fiscal year 
2016, the program ceded $311.8 thousand in premiums to reinsurers. 


Premium rates for all participating campuses are established by the MUS Workers’ Compensation Program Committee 
based on actuarial calculations of premium need and premium rate. Premium rates are adjusted periodically based on 
inflation, claims experience, and other factors. Premiums are recorded as revenue in the MUS Workers’ Compensation 
Program in the period for which coverage is provided. Members may be subject to supplemental assessments in the 
event of deficiencies. The program considers anticipated investment income in determining if a premium deficiency 
exists. 


The fund recorded a liability of $7.8 million for estimated claims at June 30, 2016. The liability is based on the 
estimated ultimate cost of settling the reported and unreported claims, claims reserve development including the 
effects of inflation, and other societal and economic factors. Estimated amounts of subrogation and reinsurance 
recoverable on unpaid claims are deducted from the liability for unpaid claims. Estimated claims liabilities are 
recomputed periodically based on current review of claims information, experience with similar claims, and other 
factors. Adjustments to estimated claims liabilities are recorded as an increase or decrease in claims expense in the 
period the adjustments are made. 


(4) Subsequent Injury — The purpose of the Subsequent Injury Fund (SIF) is to assist individuals with a permanent 
impairment that may create an obstacle to employment by offering a financial incentive to employers to hire SIF- 
certified individuals. The program is funded through an annual assessment on Montana self-insured employers and a 
surcharge on premium for private insured and Montana State Fund policyholders. 


The assessment and surcharge rates are set by the Employment Relations Division of the Department of Labor and 
Industry annually. The rates are based on the total amount of paid losses reimbursed by SIF in the preceding calendar 
year, plus the expenses of administration, less other income earned. Employers covered by Plans 1, 2 and 3 share in 
the reimbursement of SIF based on the percentage of the compensation and medical benefits paid in Montana by their 
insurers in the preceding calendar year. 


The SIF program reduces the liability of the employer (if self-insured) or insurer by placing a limit of 104 weeks on 
the amount an employer (if self-insured), or the employer’s insurer, will have to pay for medical and wage loss benefits 
in the event a worker who is SIF-certified becomes injured or re-injured on the job. SIF will assume liability for the 
claim when the 104 weeks is reached. The benefit to an insured employer is that the insurer’s liability is limited to 
104 weeks on the claim. This can favorably impact the employer’s modification factor, which in tur can keep 
premiums lower than would otherwise be the case without SIF. For a self-insured employer, it provides a direct 
recovery of expenses paid for a workers’ compensation claim. Ifa certified worker does become injured on the job, 
the worker remains entitled to all benefits due under the Workers’ Compensation Act. 


An estimated liability is recorded based on a projected cost analysis and total population of registered SIF participants. 
As of June 30, 2016, the amount of this liability was estimated to be $3.3 million. 


(5) Changes in Claims Liabilities for the Past Two Years — As indicated above, these funds establish liabilities for 
both reported and unreported insured events including estimates of future payments of losses and related claim 
adjustment expenses. The following tables present changes (in thousands) in those aggregate liabilities during the past 
two years. All information in these tables is presented at face value and has not been discounted. 


MUS Group MUS Workers 
Hail Insurance Insurance Plan Compensation 
2016 2015 2016 2015 2016 2015 


Unpaid claims and claim adjustment 
expenses at beginning of year $ 17 $ 226 $ 7,300 $ 6,400 $ 8,289 $ 7,619 


Incurred claims and claim 
adjustment expenses: 
provision for insured events 


of the current year 324 6,660 90,131 87,768 3,157 3,417 
Less excess insurance reimbursement - - - - (62) 
Increase (decrease) in provision for 
insured events of prior years 79 523 - - (1,655) (556) 
Total incurred claims and claim 
adjustment expenses 403 7,183 90,131 87,768 1,440 2,861 
Payments: 


Claims and claim adjustment 
expenses attributable to insured 
events of the current year (189) (6,643) (88,331) (86,868) (598) (701) 


Claims and claim adjustment 
expenses attributable to 


insured events of prior years (97) (749) - - (1,367) (1,490) 

Total payments (286) (7,392) (88,331) (86,868) (1,965) (2,191) 
Total unpaid claims and claim 

adjustment expenses at end of year $ 134 $ 17 $ 9,100 $ 7,300 $ 7,764 $ 8,289 


B. Entities Other Than Pools 


(1) Administration Insurance Plans — This self-insurance plan provides coverage for general liability, automobile 
liability, automobile physical damage, foster care liability, and state-administered foreclosure of housing units. The 
State self-insures the $2.0 million deductible per occurrence for most property insurance, as well as various deductible 
amounts for other state property. The State also self-insures against losses of property below $2.0 million of value, 
with state agencies paying the first $1.0 thousand. Commercial property insurance protects approximately $5.7 billion 
of state-owned buildings and contents. The State’s property insurance includes separate earthquake and flood 
protection coverage, with deductibles of $2.0 million for earthquake and $2.0 million for flood per occurrence. 
Premiums are collected from all state agencies, including component units, and recorded as revenue in the 
Administration Insurance Fund. 


An annual actuarial study, prepared by Towers Watson Company, and issued for the accident period July 1, 2006, 
through June 30, 2016, is the basis for estimating the liability for unpaid claims and is supported by historical loss 
data. As of June 30, 2016, estimated claims liability was $15.4 million. 


(2) Employee Group Benefits Plans — The medical and dental health plans provided by the State are fully self- 
insured with the State assuming the risk for claims incurred by employees of the State, elected officials, retirees, 
former employees covered by COBRA benefits, and their dependents. The State contracted with Cigna as third party 
administrator for medical coverage for the first six months of the fiscal year. The plan operates on a calendar year 
and the contract expired on December 31, 2015. Allegiance replaced Cigna as the administrator on January 1, 2016, 
for the last six months of the fiscal year. Delta Dental is the administrator for dental coverage. MedImpact is the 
administrator for the prescription drug program. Contributions are collected through payroll deductions, 
deductions through the Public Employees Retirement Administration, the Legislative Branch, and self-payments and 
are recorded as revenue in the Employee Group Benefits internal service fund. At June 30, 2016, estimates for 
claims liabilities, which include both incurred but not reported claims and grandfathered claims resulting from a 1998 
change in period for which the 
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benefit coverage is available, as well as other actuarially determined liabilities, were $17.9 million based on a formula 
provided by Actuaries Northwest, a consulting actuarial firm, of which $17.7 million is estimated to be paid in fiscal 
year 2017. 


(3) State of Montana (Old Fund) — State of Montana (Old Fund) covers workers’ compensation claims that were 
incurred before July 1, 1990. Old Fund is a risk financing insurance entity; however, the participants within the pool 
are individuals outside of governmental entities. 


An actuarial study prepared by Towers Watson, as of June 30, 2016, estimated the cost of settling claims that have 
been reported, but not settled, and claims that have been incurred, but not reported. At June 30, 2016, $38.4 million 
of unpaid claims and claim adjustment expenses were reported at face value. 


(4) Changes in Claims Liabilities for the Past Two Years — These funds establish liabilities for both reported and 
incurred, but not reported, claims. Grandfathered claims are not included as they relate to future claims not yet 
incurred. The following table presents changes in the balances of claims liabilities during the past two fiscal years (in 
thousands). 


Administration Employers Group State of Montana 
Insurance Plans Benefits Plan Old Fund 
2016 2015 2016 2015 2016 2015 


Amount of claims liabilities at the 
beginning of each fiscal year $ 16,953 $17,550 $ 18028  $ 22,103 $ 41,597 $ 45,034 


Incurred claims: 
Provision for insured events 


of the current year 5,343 5,278 163,115 167,770 - - 
Increase (decrease) in provision for 
insured events of prior years (167) 1,834 (4,035) (7,182) 5,707 4,618 
Total incurred claims 5,176 7,112 159,080 160,588 5,707 4,618 
Payments: 
Claims attributable to insured 
events of the current year (1,737) (937) (145,572) (148,342) - 
Claims attributable to 
insured events of prior years (4,948) (6,772) (13,663) (16,321) (8,894) (8,055) 
Total payments (6,685) (7,709) (159,235) (164,663) (8,894) (8,055) 


Total claims liability at end of 
each fiscal year $ 15,444 $ 16953 $ 17,873 $ 18,028 $ 38,410 $ 41,597 


NOTE 9. COMMITMENTS 
A. Highway Construction 


At June 30, 2016, the Department of Transportation had contractual commitments of approximately $189.2 million 
for construction of various highway projects. Funding for these highway projects is to be provided from federal 
grants and matched with state special revenue funds. 


B. Capital Construction 


At June 30, 2016, the Department of Administration, Architecture & Engineering Division, had commitments of 
approximately $24.9 million for capital projects construction. The primary government will fund $15.1 million of 
these projects, with the remaining $9.8 million funding coming from the Montana University System. 


C. Loan and Mortgage Commitments 


The Board of Investments (BOD) makes firm commitments to fund commercial loans and Veterans’ Home Loan 
Mortgages (VHLM) from the Coal Severance Tax Permanent Trust Fund. These commitments have expiration dates 
and may be extended according to the BOI policies. As of June 30, 2016, the BOI had committed, but not yet 
purchased, $61.5 million in loans from Montana lenders. In addition to the above commitments, lenders had 
reserved $14.1 million for loans as of June 30, 2016. As of June 30, 2016, $1.6 million represented lender 
reservations for the VHLM residential mortgage purchases with no purchase commitments. 


As of June 30, 2016, the BOI has committed but not yet funded $3.0 million to the Department of Natural Resources 
and Conservation to purchase tax bonds to finance projects. 


The BOI makes reservations to fund mortgages from the state’s pension funds. The Montana Retirement Funds 
Bond Pool holds the residential mortgages in its portfolio. As of June 30, 2016, there were no mortgage reservations. 
All BOI residential mortgage purchases are processed by the Montana Board of Housing (MBOH). The MBOH does 
not differentiate between a mortgage reservation and a funding commitment. 


The BOI makes firm commitments to fund loans from the INTERCAP loan program. The BOI’s outstanding 
commitments to eligible Montana governments, as of June 30, 2016, totaled $44.1 million. 


In November 2015, BOI authorized the issuance of up to an $8.5 million bond anticipation note (BAN) in 
anticipation of a new bond issuance in 2017 to provide liquidity to the INTERCAP loan program. The BAN was 
purchased and funded by the Permanent Coal Tax Trust Fund on April 15, 2016, with a stated maturity of March 15, 
2017. 


As of June 30, 2016, the Economic Development Bonds Enterprise Fund recorded an interentity loan payable to the 
Permanent Coal Tax Trust Fund in the amount of $1.2 million related to the BAN. The proceeds were used to fund 
two INTERCAP loan draws from a local government. 


D. Department of Corrections Bond Commitments 


At June 30, 2016, the outstanding tax-exempt bonds issued by the Facility Finance Authority were issued in the 
amount of $19.7 million of which $2.5 million is scheduled to be paid by June 30, 2017. These bonds have been 
issued to facilities operating treatment and prerelease centers. The Department of Corrections agrees to provide 
payment on behalf of the contractors for the total principal and interest payments in regard to these outstanding 
bonds. 


E. Proprietary Fund Commitments 


Budgets are administratively established in the enterprise and internal service funds, excluding depreciation, 
compensated absences, and bad debt expense. Appropriations may be committed for goods/services that are not 
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received as of fiscal year-end. These executory commitments are included in unrestricted net position in the 
accompanying financial statements as follows (in thousands): 


Proprietary Fund Commitments 


Enterprise Funds Amount 
Liquor Warehouse $ 69 
State Lottery 260 
Other 1 
Subtotal — Enterprise funds $330 


Internal Service Funds 


Buildings & Grounds $5 
Employee Group Benefit 22 
FWP Equipment 47 
Information Technology Services 7 
Labor Central Services 97 
Prison Industries 98 
Subtotal — Internal Service funds $276 


F. Encumbrances 


As of June 30, 2016, the State of Montana encumbered expenditures as presented in the table below (in thousands): 


Nonmajor 
Federal Special Governmental State Special 
Revenue Fund _ General Fund Funds Revenue Fund Total 


Encumbrances $27,495 $10,333 $119 $52,878 $90,825 
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NOTE 10. LEASES/INSTALLMENT PURCHASES PAYABLE 


The State has entered into various capital and operating leases for land, buildings, equipment, and computer 
software. Lease contracts are required by law to contain a clause indicating continuation of the lease is subject to 
funding by the Legislature. It is expected, in the normal course of operations, that most of these leases will be 
replaced by similar leases. 


A. Capital Leases/Installment Purchases 


Obligations under capital leases/installment purchases at June 30, 2016, were as follows (in thousands): 


Fiscal Year Governmental Business-Type 
Ending June 30 Activities Activities 
2017 $1,172 $208 
2018 957 208 
2019 663 208 
2020 353 18 
2021 167 - 
2022-2026 2 - 
Total minimum payments 3,314 642 
Less: interest (144) (42) 
Present value of 
minimum payments $3,170 $600 


Assets acquired under capital leases for the primary government by asset class were as follows (in thousands): 


Asset Class 

Buildings $ 1,596 
Equipment 7,506 
Less: Accum Depreciation (4,237) 
Net Book Value $ 4,865 


B. Operating Leases 


Primary government rental payments for operating leases in fiscal year 2016 totaled $25.4 million. Future rental 
payments under operating leases are as follows (in thousands): 


Fiscal Year Governmental Business-Type 
Ending June 30 Activities Activities 
2017 $ 24,735 $ 393 
2018 21,953 229 
2019 19,389 195 
2020 15,424 118 
2021 10,932 80 
2022-2026 37,937 295 
2027-2031 16,580 8 
Thereafter 7,506 


Total future rental payments $154,456 $1,318 
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NOTE 11. STATE DEBT 
A. General Information 


The State has no constitutional limit on its power to issue obligations or incur debt, other than a provision that no 
debt may be created to cover deficits incurred because appropriations exceeded anticipated revenues. No State debt 
shall be created unless authorized by a two-thirds vote of the members of each house of the Legislature or a majority 
of the electors voting thereon. The Board of Examiners (consisting of the Governor, Secretary of State, and Attorney 
General) is authorized, pursuant to various enabling acts, to issue bonds and notes of the State. 


B. Short-term Debt 


The Board of Examiners, upon recommendation of the Department of Administration, may issue notes in 
anticipation of the receipt of taxes and revenues. Notes may not be issued to refund outstanding notes. 


During fiscal year 2016, the State issued four bond anticipation notes. The proceeds of Water/Waste Water — 
2015A, Drinking Water — 2015B, Water/Waste Water — 2016C and Drinking Water — 2016D were used, and will be 
used, to fund water and wastewater system improvements and rehabilitation. As of June 30, 2016, no funds have 
been drawn on the Water/Waste Water — 2016C and Drinking Water — 2016D issuances. The State issued two bond 
anticipation notes during fiscal year 2015 that were still active at the end of fiscal year 2016. The following schedule 
summarizes the activity for the year ended June 30, 2016 (in thousands): 


Beginning Balance Additions Reductions Ending Balance 
BANS 
Water / Wastewater — 2014A 2,642 358 2,100 300 
Drinking Water - 2014A 1,550 350 835 1,065 
Water / Wastewater — 2015A - 2,605 - 2,605 


Drinking Water — 2015B - 900 - 900 


The Board of Investments (BOJ) of the State is authorized to issue Intermediate Term Capital (INTERCAP) bonds 
under the Municipal Finance Consolidation Act. These bonds may not aggregate more than $190 million as 
amended by the 2007 Legislature. The purpose of the bonds is to provide funds for the BOI to make loans to eligible 
government units. The bonds are not a debt or liability of the State. The bonds are limited obligations of the BOI, 
payable solely from (1) repayments of principal and interest on loans made by the BOI to participating eligible 
governmental units, (2) investment income under the indenture, and (3) an irrevocable pledge by the BOI. The BOI 
has no taxing power. The bonds may be redeemed, at the bondholder's option, any March 1, prior to maturity. The 
BOI did not enter into an arms-length financing agreement to convert the bonds "put," or tender, and were not resold 
into some other form of long-term obligation. Accordingly, these bonds, considered demand bonds, are included in 
short-term debt. The amounts issued and outstanding at June 30, 2016, were as follows (in thousands): 


Amount Balance 

Series Issued June 30, 2016 
1998 12,500 11,695 

2000 15,000 14,335 

2003 15,000 14,430 

2004 18,500 18,130 

2007 15,000 14,775 

2010 12,000 11,975 

2013 12,000 12,000 

$97,340 


The following schedule summarizes the activity relating to the demand bonds during the year ended June 30, 2016 
(in thousands): 


Beginning Balance Additions Reductions Ending Balance 
Demand bonds $106,445 $- $9,105 $97,340 
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C. Long-term Debt 


The full faith, credit, and taxing powers of the State are pledged for the payment of all general obligation debt. 
Revenue and mortgage bonds are secured by a pledge from the facilities to which they relate and by certain other 
revenues, fees, and assets of the State and the various colleges and universities. Primary government bonds and 
notes outstanding at June 30, 2016, were as follows (in thousands): 


Governmental Activities 

General obligation bonds 

Hard Rock Mining Reclamation 

Long-Range Bldg Program Refunding 

CERCLA Program (6) 

Drinking Water Revolving Fund (3) 

Energy Conservation Program (5) 

CERCLA Program (6) 

Renewable Resource Program (4) 

Long-Range Bldg Program Refunding 

Long-Range Bldg Program 

Long-Range Bldg Program Refunding 

Drinking Water Revolving Fund Refunding (3) 

Water Pollution Control Revolving Fund 
Refunding (3) 

Trust Land 

Long-Range Bldg Program 

Renewable Resource Program (Taxable) (4) 

Long-Range Bldg Program Refunding 

Long-Range Bldg Program Refunding 

Water Pollution Control Revolving Fund (3) 

Water Pollution Control Revolving Fund (3) 

Long-Range Bldg Program Refunding 

Long-Range Bldg Program Refunding 

Water Pollution Control Revolving Fund (3) 

Total general obligation bonds 


Special revenue bonds 

State Hospital Project (7) 

Renewable Resource Program (8) 

Broadwater Power Project Refunding (8) 

Renewable Resource Program (8) 

Renewable Resource Program (Taxable) (8) 

U.S. Highway 93 GARVEE (9) 

Renewable Resource Program (8) 

Renewable Resource Program (Taxable) (8) 

U.S. Highway 93 GARVEE Refunding (9) 
Total special revenue bonds 


Principal Payments 


Amount Interest Fiscal Year In Year of Balance 
Series Issued Range (%) (1) 2017 Maturity (2) June 30, 2016 
2002C $ 2,500 3.5-4.7 $ 140 200 (2023) $ 1,190 
2003G 26,610 2.0-5.0 2,310 2,310 (2017) 2,310 
2005D 2,000 3.25-4.3 100 140 (2026) 1,185 
2005F 3,875 4.0-4.75 290 200 (2020) 1,110 
2006B 3,750 4.0-6.0 270 330 (2022) 1,800 
2006C 1,000 4.0 120 120 (2017) 120 
2006D 950 5.6-6.0 70 155 (2019) 225 
2007A 16,740 4.25-5.0 2,340 2,465 (2018) 4,805 
2008D 3,100 3.375-4.35 135 220 (2028) 2,065 
2010A 20,220 2.0-4.0 610 710 (2021) 3,300 
2010B 5,400 2.0-4.0 460 110 (2026) 3,180 
2010C 6,450 2.0-4.0 - 560 (2019) 1,100 
2010F 21,000 1.55-4.9 895 1,450 (2031) 16,985 
2010G 550 1.5-2.7 55 60 (2021) 290 
2010H 1,000 1.0-3.85 100 115 (2021) 540 
2011D 5,755 3.0 -3.25 590 720 (2023) 4,560 
2013C 6,780 2.0-4.0 595 115 (2025) 5,520 
2013D 1,035 0.4-3.7 100 120 (2024) 855 
2013E 5,000 2.0-3.0 480 575 (2024) 4,180 
2014 28,810 1.5-5.0 2,435 820 (2028) 26,475 
2015A 9,340 2.0-4.0 2,810 1,260 (2020) 9,340 
2015C 24,365 3.0-5.0 670 1,860 (2036) 24,365 
$ 196,230 $ 15,575 $ 115,500 
1997 $ 25,915 4.0-5.05 $ 1,425 1,820 (2022) $ 9,695 
2003A 3,000 1.05-4.05 160 215 (2024) 1,480 
2010A 10,180 3.0-4.0 1,550 1,605 (2018) 3,155 
2010B 1,730 2.0-3.6 75 115 (2031) 1,375 
2010C 6,720 0.9-4.2 355 170 (2031) 5,035 
2012 50,915 0.9-1.9 9,765 11,040 (2020) 41,550 
2013A 2,255 2.0-3.625 130 185 (2029) 2,000 
2013B 3,390 1.0-4.75 195 290 (2029) 3,010 
2016 22,540 0.74-1.86 2,635 3,740 (2023) 22,540 
$ 126,645 $ 16,290 $ 89,840 


Principal Payments 
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Amount Interest Fiscal Year In Year of Balance 
Governmental Activities Issued Range (%) (1) 2017 Maturity (2) June 30, 2016 
Middle Creek Dam Project (10) $ 3,272 8.125 $ 81 226 (2034) $ 2,200 
Tongue River Dam Project (11) 11,300 - 290 290 (2038) 6,374 
ITSD Software Licenses 1,004 3.44 323 335 (2018) 658 
ITSD Software Licenses 2,890 2.41 947 494 (2019) 2,411 
Total notes payable $ 18,466 $ 1,641 $ 11,643 
Subtotal governmental activities, 
before unamortized balances 216,983 
Unamortized discount (11) 
Unamortized premium 13,645 
Total governmental activities $ 341,341 $ 33,506 $230,617 


(1) The interest range is over the life of the obligation. 

(2) Year of maturity refers to fiscal year. 

(3) These bonds provide matching funds to enable the State to obtain capitalization grants from the U.S Environmental Protection Agency for water 
system development loans to state political subdivisions. 

(4) The general obligation Renewable Resource Program Bonds are secured additionally by a pledge of, and payable from, certain coal severance 
taxes. The bonds are also secured by a pledge of loan repayments from loans made from the bond proceeds. 

(5) Bonds issued for financing the design, construction, and installation of energy conservation projects at various state buildings. 

(6) The CERCLA (Comprehensive Environmental Response, Compensation, and Liability Act) Program Bonds were issued for the purpose of financing 
the costs of State of Montana participation in the remedial actions under Section 104 of the CERCLA 42 United States Code Sections 9601-9657, 
and State of Montana costs for maintenance of sites under CERCLA. The CERCLA Bonds are secured additionally by a pledge of monies received 
by the State as cost recovery payments and revenues derived from the resource indemnity and groundwater assessment tax in the event cost 
recovery payments are insufficient. 

(7) Facility Finance Authority loan to the Department of Public Health and Human Services for the Montana State Hospital Project. 

(8) Issued by the Department of Natural Resources and Conservation and backed by a pledge of coal severance taxes and project revenues. 

(9) The U.S. Highway 93 GARVEES (Grant Anticipation Revenue Vehicles) Bonds were issued for the purpose of improving a 44.8-mile stretch of U.S. 
Highway 93. Repayment of the bonds is secured by a pledge of certain federal aid revenues. 

(10) U.S. Bureau of Reclamation loan to the Department of Natural Resources & Conservation. 
(11) Northern Cheyenne Tribe loan to the Department of Natural Resources & Conservation. The loan will not accrue interest and will be repaid 


over 39 years. Loan repayment is secured by the issuance of a coal severance tax bond to the tribe. 


D. Debt Service Requirements 


Primary government debt service requirements at June 30, 2016, were as follows (in thousands): 


Governmental Activities 


General Obligation Bonds Special Revenue Bonds Notes Payable 
Year Ended 
June 30 Principal Interest Principal Interest Principal Interest 
2017 $15,575 $ 4,351 $16,290 $ 3,641 $ 1,641 $114 
2018 14,190 3,826 17,115 2,875 1,679 80 
2019 11,010 3,381 16,195 2,234 872 46 
2020 9,370 3,034 16,915 1,595 382 42 
2021 8,165 2,735 6,160 947 385 42 
2022-2026 31,540 9,290 14,505 1,832 1,992 208 
2027-2031 17,190 3,920 2,660 250 2,125 208 
2032-2036 8,460 1,099 - - 1,987 124 
2037-2041 - - 580 - 


Total $115,500 $ 31,636 $89,840 $ 13,374 $ 11,643 $ 864 
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E. Summary of Changes in Long-term Liabilities 


Primary government long-term liability activities for the year ended June 30, 2016, were as follows (in thousands): 


Amounts 
Due In 
Amounts More 
Beginning Ending Due Within Than One 
Balance Additions Reductions Balance One Year Year 
Governmental activities 
Bonds/notes payable 
General obligation bonds $ 134,795 $ - $ 19,295 $ 115,500 $ 15575 $ 99,925 
Special revenue bonds 110,975 23 21,158 89,840 16,290 73,550 
Notes payable 9,949 2,890 1,196 11,643 1,641 10,002 
255,719 2,913 41,649 216,983 33,506 183,477 
Unamortized discount (12) 1 - (11) - (11) 
Unamortized premium 13,015 630 - 13,645 - 13,645 
Total bonds/notes payable (3) 268,722 3,544 41,649 230,617 33,506 197,111 
Other liabilities 
Lease/installment purchase payable 1,186 2,646 662 3,170 1,110 2,060 
Operating lease rent holiday 54 ‘ 8 46 9 37 
Pension benefits payable 4 7 : 4 2 2 
Compensated absences payable (1) 101,545 56,629 55,606 102,568 55,210 47,358 
Arbitrage rebate tax payable (1) 97 14 83 - 83 
Estimated insurance claims (1) 76,579 169,963 174,815 71,727 30,940 40,787 
Pollution remediation 269,898 16,169 43,078 242,989 33,610 209,379 
Net pension liability 1,423,406 135,057 : 1,558,463 - 1,558,463 
OPEB implicit rate subsidy (2) 236,667 34,693 8,619 262,741 - 262,741 
Total other liabilities 2,109,436 415,157 282,802 2,241,791 120,881 2,120,910 
Total governmental activities 
long-term liabilities $2,378,158 $418,701 $324,451 $2,472,408 $154,387 $2,318,021 
Business-type activities 
Lease/installment purchase payable 836 2 238 600 186 414 
Compensated absences payable 1,867 1,178 970 2,075 970 1,105 
Arbitrage rebate tax payable - 17 : 17 2 17 
Estimated insurance claims 19,065 91,974 90,692 20,347 12,776 7,571 
Net pension liability 9,363 1,387 : 10,750 - 10,750 
OPEB implicit rate subsidy (2) 4,168 642 159 4,651 - 4651 
Total business-type activities 
long-term liabilities $ 35,299 $ 95,200 $ 92,059 $ 38,440 $ 13,932 $ 24,508 


(1) The compensated absences liability attributable to the governmental activities will be liquidated by several of the governmental and internal 
service funds. The arbitrage rebate tax payable will be liquidated by debt service funds. The Employee Group Benefits and Administration 
Insurance internal service funds will liquidate the estimated insurance claims liability. 


(2) The OPEB plan allows retirees to participate, as a group, at a rate that does not cover all the related costs. This results in the reporting of an 
“implicit rate” subsidy on the related financial statements. While this liability is disclosed for financial purposes, it does not represent a legal 
liability of the State, or any of its component units. 


(3) Deferred outflows, including those related to bonds payable, are reported separately on the Statement of Net Position based on GASB Statement 
No. 65, 


F. Refunded and Early Retired Debt 


Prepayments 
The Department of Natural Resources and Conservation (DNRC) used current available resources to make three 


prepayments: $480.0 thousand on Series 2005F, $255.0 thousand on Series 2006D and $1.1 million on Series 2010C 
general obligation bonds. The Department of Public Health and Human Services (DPHHS) used current and 
available resources to make one prepayment resulting in a payoff: $2.8 million on special revenue Series 2003 
bonds. 


Refundings 
In March 2016, the State issued Grant Anticipation (GARVEE) Refunding Series 2016 Bonds in the amount of 


$22.5 million to make an advanced refunding of $29.1 million GARVEE, Series 2008. The refunding resulted in an 
economic gain of $1.2 million and a difference in cash flow requirements of $1.2 million. 


G. No-Commitment Debt 


Information is presented below for financing authorities participating in debt issues. The related debt issued does not 
constitute a debt, liability, obligation, or pledge of faith and credit of the State. Accordingly, these bonds and notes 
are not reflected on the accompanying financial statements. 


Montana Board of Investments (BOI) 

The BOI is authorized to issue Qualified Zone Academy Bonds (QZAB) under the Municipal Finance Consolidation 
Act, as conduit (no commitment) debt. The revenues, and in some cases, the taxing power of the borrower are 
pledged to repay the bonds. At June 30, 2016, QZAB debt outstanding aggregated $8.5 million. 


The BOI is also authorized to issue Qualified School Construction Bonds (QSCB) under the Municipal Finance 
Consolidation Act, as conduit (no commitment) debt. The revenues of the borrower are pledged to repay the bonds. 
At June 30, 2016, QSCB debt outstanding aggregated $6.1 million. 


Beginning Farm Loan Program 

The Department of Agriculture is authorized to request issuance of bonds by the BOI to finance projects for 
beginning farmers within the state, if it appears, after a properly noticed public hearing, that the project is in the 
public interest of the state. These non-recourse, industrial development revenue bonds do not constitute a debt, 
liability, or obligation of the State. The amount issued and outstanding at June 30, 2016, was as follows: 
Hershberger Project — issued $129.4 thousand, outstanding $49.1 thousand. 


H. Estimated Pollution Remediation Obligation 


Estimated pollution remediation obligations are obligations to address the current or potential detrimental effects of 
existing pollution by participating in pollution remediation activities such as site assessments and cleanups. The 
estimates are derived using the expected cash flows method as well as technical estimates from record of decisions, 
consent decrees and/or settlement agreements. There may be factors influencing the estimates that are not known at 
this time. Prospective recoveries from other responsible parties may reduce the State’s obligation. 


The State’s estimated pollution remediation liability as of June 30, 2016, was $243.0 million. Of this liability, $21.5 
million resulted in settlement agreements to provide restoration of natural resources, water supplies and natural 
resource-based recreational opportunities up to the settlement amount; $214.9 million is based on decrees or 
settlements for remediation activities. Other estimated liabilities have been recorded for soil and PCB 
contamination, as well as removal of asbestos contamination. The estimated pollution remediation liability was 
recorded in compliance with accounting and reporting standards and does not constitute the State’s total acceptance 
of the liability or responsibility on these matters. 
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NOTE 12. 


A. Balances Due From/To Other Funds 


Balances due from/to other funds arise when there is a time lag between the dates that reimbursable expenditures and 
interfund services provided/used are recorded in the accounting system, and the dates on which payments are made. Balances 
also arise when there is a time lag between the dates that transfers between funds are recorded, and the dates on which 
payments are made. Balances due from/to other funds also include the current portion of balances related to amounts loaned 
by the Economic Development Bonds Fund to other funds, under the Board of Investments INTERCAP loan program. 


INTERFUND BALANCES AND TRANSFERS 


Balances due from/to other funds are expected to be repaid within one year from origination. 


Balances due from/to other funds at June 30, 2016, consisted of the following (in thousands): 


Due from Other Funds 
Coal Severance Tax 


Economic Development Bonds 
Federal Special Revenue 
General Fund 

Internal Service Funds 
Nonmajor Governmental Funds 
State Special Revenue 


Total 


Due from Other Funds (cont) 
Coal Severance Tax 
Economic Development Bonds 
Federal Special Revenue 
General Fund 

Internal Service Funds 


Nonmajor Governmental Funds (1) 


State Special Revenue (2) 
Total 


Due to Other Funds 
Coal Economic Federal Internal 
Severance Development Special General Service 
Tax Bonds Revenue Fund Funds 
$ - $1 $ - $ 
- - - 1,397 
18 - 374 - 
45 - 
7 
$63 $1 $381 $1,397 
Due to Other Funds (cont) 
Nonmajor Nonmajor State 
Enterprise Governmental Special 
Funds (3) Funds Revenue Total 
$ $ 4 $ $5 
: 349 679 2,425 
- 48 48 
12,004 - 8,908 21,304 
- 52 
- - 231 231 
532 493 1,121 
$12,536 $846 $9,866 $25,186 


Total due from other funds to the non-major governmental funds on the financial statements is reported as $2.0 million. The difference of 
$1.7 million between the amount reported above of $231.4 thousand and the amount reported in the fund financial statements relates to 
long-term receivables. The receivables are reported on the fund financial statement and the long-term liabilities are reported on the 


government-wide statement. 


Total due from other funds to the state special revenue fund on the fund financial statement is reported as $9.2 million. The difference of $8.0 
million between the amount reported above of $1.1 million and the amount reported in the fund financial statement relates to long-term 
receivables. The receivables are reported on the fund financial statement and the long-term liabilities are reported on the government-wide 


statement. 


Total due to other funds from the non-major enterprise funds on the fund financial statement is reported as $12.9 million. The difference of 
$334.8 thousand between the amount reported above of $12.5 million and the amount reported on the fund financial statement relates to 
loans payable. The receivables are reported on the government-wide and the liabilities are reported on the fund financial statement. 
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B. Interfund Loans Receivable/Payable 


Montana statutes include a provision for interfund loans when the expenditure of an appropriation is necessary and the cash 
balance in the account from which the appropriation was made is insufficient to pay the expenditure. Interfund loans 
receivable/payable are expected to be repaid within one year from the date of origination. 


Interfund loans receivable/payable at June 30, 2016, consisted of the following (in thousands): 


Interfund Loans Payable 


Coal Economic Federal Nonmajor State 
Severance Development Special Governmental Special 
Tax Bonds Revenue Funds Revenue Total 
Interfund Loans Receivable 
Coal Severance Tax $ $1,207 $ - $ - $ - $ 1,207 
General Fund (1) 1,581 73,940 293 10,854 86,668 
Nonmajor Enterprise - - 6 - - 6 
State Special Revenue - - 65,655 - 65,655 
Total $1,581 $1,207 $139,601 $293 $10,854 $153,536 


(1) The interfund loan balance of $ 73.9 million between the General Fund and the Federal Special Revenue Fund includes a loan processed unnecessarily in the 
amount of $ 20.0 million. 


C. Advances To/From Other Funds 
Advances to/from other funds represent the portion of interfund loans that are not expected to be repaid within one year from 
the date of origination. Advances to/from other funds also include the noncurrent portion of balances related to amounts 


loaned by the Economic Development Bonds Fund to other funds, under the Board of Investments INTERCAP loan program. 
For more information on the INTERCAP loan program, refer to Note 11. 


Advances to/from other funds at June 30, 2016, consisted of the following (in thousands): 


Advances from Other Funds 


Federal Internal Nonmajor Nonmajor State 

Special Service Enterprise Governmental Special 

Revenue Funds Funds Funds Revenue Total 
Advances to Other Funds 
Coal Severance Tax $ - $ $ - $ 1,375 $ - $ 1,375 
Economic Development Bonds - 5,265 - 4,570 1,048 10,883 
General Fund 325 - - - 314 639 
Internal Service Funds - - 80 - - 80 
Nonmajor Governmental Funds - - - - 10,578 10,578 
State Special Revenue 19,158 - - 6,106 - 25,264 

Total $19,483 $5,265 $80 $12,051 $11,940 $48,819 


Additional detail for certain advance balances at June 30, 2016, follows (in thousands): 


Advances from the Economic Development 
Bonds Fund under the INTERCAP Loan Program 


Department Balance 
Justice $ 1,048 
Natural Resources and Conservation 4,570 
Transportation 5,265 
Total $10,883 
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D. Interfund Transfers 

Routine transfers between funds are recorded to (1) transfer revenues from the fund legally required to receive the 
revenue to the fund authorized to expend the revenue, (2) transfer resources from the General Fund and special 
revenue funds to debt service funds to support principal and interest payments, (3) transfer resources from enterprise 
funds to the General Fund to finance general government expenditures, and (4) provide operating subsidies. 


Interfund transfers for the year ended June 30, 2016, consisted of the following (in thousands): 


Transfers In 


Coal Federal Internal 
Severance Special General Service Land 

Tax Revenue Fund Funds Grant 
Transfers Out 
Coal Severance Tax $- $ - $20,722 $$ - $ - 
Federal Special Revenue - - 133 - 
General Fund - - 1,034 
Internal Service Funds (1) - - - 7 
Land Grant - - 11 s 
Nonmajor Enterprise Funds - - 43,630 
Nonmajor Governmental Funds 9 1,241 300 - - 
State Special Revenue 3,932 13,758 1,031 6 

Total $9 $5,173 $78,554 $2,072 $6 


Transfers In (cont) 


Nonmajor Nonmajor State 
Enterprise Governmental Special 
Funds Funds Revenue Total 
Transfers Out (cont) 
Coal Severance Tax $ - $ 683 $ 2,700 $ 24,105 
Federal Special Revenue - 15,604 14,295 30,032 
General Fund - 23,459 66,715 91,208 
Internal Service Funds (1) 68 240 5 390 
Land Grant - 1,510 66,851 68,372 
Nonmajor Enterprise Funds (2) : 7.809 51.439 
Nonmajor Governmental Funds . 5 291 19 657 26.498 
State Special Revenue 577 14,687 P 33,991 
Total $645 $61,474 $178,032 $325,965 


(1) _ Total transfers-out for internal service funds on the fund financial statements is reported as $1.8 million. The difference of $1.4 million between 
the amount reported above of $3.2 thousand and the amount reported on the fund financial statements relates to the transfer of capital assets 
between a governmental fund type and the internal service fund type. When capital assets are transferred between these fund types, the 
transferring fund reports the net book value of the capital asset as a transfer-out, and the receiving fund reports the net book value of the 
capital asset as a capital contribution. 


(2) Total transfers-out for nonmajor enterprise funds on the fund financial statements is reported as $51.5 million. The difference of $18.2 
thousand between the amount reported above of $51.4 million and the amount reported on the fund financial statements relates to the transfer 
of capital assets between a governmental fund type and the nonmajor enterprise fund type. When capital assets are transferred between these 
fund types, the transferring fund reports the net book value of the capital asset as a transfer-out, and the receiving fund reports the net book 
value of the capital asset as a capital contribution. 


NOTE 13. 


The following funds have a deficit net position remaining at June 30, 2016, as follows (in thousands): 


FUND EQUITY DEFICITS 


Fund Type/Fund 


Internal Service Funds 


Information Tech Services 
Building and Grounds 
Admin Central Services 
Labor Central Services 
Commerce Central Services 
OPI Central Services 
DEQ Indirect Cost Pool 
Payroll Processing 
Warrant Processing 
Investment Division 
Aircraft Operation 

Justice Legal Services 
Personnel Training 

Other Internal Services 


Enterprise Fund 
State Lottery 


Subsequent Injury 
Secretary of State Business Services 
Local Government Audits 


Deficit 
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NOTE 15. RELATED PARTY TRANSACTIONS 


The Montana Board of Regents, which governs the Montana Guaranteed Student Loan Program (MGSLP), guarantees 
loans owned by the Montana Higher Education Student Assistance Corporation (MHESAC), a nonprofit corporation 
operating exclusively for the purpose of acquiring student loans. MHESAC has no employees. Its business operations 
are managed by the Student Assistance Foundation (SAF). Approximately 70.44%, or $841.6 million of MGSLP's 
outstanding loan volume is held by MHESAC. 


The Montana Association of Health Care Purchasers (MAHCP) had a member from the Department of Administration 
(DOA), Health Care and Benefits Division, serve on the board from July 1 through December 31, 2015 as well as a 
member from the Montana University System. No remuneration was received for their services. DOA paid MAHCP 
$1.25 per health care plan member per year to maintain its membership for this time period. The DOA transitioned 
from a full member to an associate member of the MAHCP effective January 1, 2016. Associate membership does 
not require a membership fee, but no longer provides a seat on the board. DOA also paid $0.71 per pharmacy script 
to MAHCP for administration of the URx program, which includes the Ask-A-Pharmacist Program, for the period 
July 1, 2015, through June 30, 2016. 


The Montana School for the Deaf and Blind is associated with a foundation, which is a nonprofit organization outside 
of state government. The school’s foundation is governed by a board of directors that yearly approves a budget for the 
financial support to be provided to the school. This budget defines the allowable expense categories for the year. A 
school employee is the person approving the expenses to be paid by the foundation based on its budget. The employee 
submits the approved invoices to the foundation’s bookkeeper, who then prepares the checks and submits them to a 
board member who reviews backup documentation and signs the checks. 


The Department of Labor and Industry Workforce Services Division rents space in Libby, MT from Mineral Plaza, 
LLC, in which one of the owners is Johnette Watkins, a local job service manager. The term of the lease is four years 
beginning July 1, 2013, and ending June 30, 2017. The annual lease amount is currently set at $21,330. 


NOTE 16. CONTINGENCIES 
Litigation 


The State is party to legal proceedings, which normally occur in government operations. The legal proceedings are 
not, in the opinion of the State's legal counsel and the Department of Administration, likely to have a material adverse 
impact on the State's financial position, except where listed below. 


In State of Montana v. Philip Morris, Inc., No. CDV 97-306 (Mont. 1° Jud. Dist. Lewis & Clark County), the State of 
Montana filed various claims against six tobacco manufacturers seeking recovery of an unspecified amount of 
damages, penalties, and attorney’s fees. The lawsuit was resolved eventually through two settlements. The State first 
settled its claims against one of the manufacturers, Liggett & Meyers, Inc., for $1 million to be paid over a 20-year 
period. Next, Montana was among the Settling States that signed onto the 1998 Master Settlement Agreement (MSA) 
and settled its claims against the remaining manufacturers for a base settlement amount of $832 million payable over 
26 years. The base amount was augmented by $90 million in 1999, with the additional amount to be paid in equal 
installments over a 10-year period beginning in 2007 and ending in 2017. 


The settlement provides that the cigarette manufacturers may offset, against their payment in any year, certain amounts 
of money if it is found that the original settling manufacturers (known as OPMs) have lost more than 2% of their 
market share to non-settling manufacturers (known as NPMs), and that the disadvantages imposed by the settlement 
were a “significant factor” in the market share loss. The settlement further provides that the offset, known as the “NPM 
adjustment,” may not be taken against the payments to any state that has enacted a “qualifying statute” and diligently 
enforced the statute during the year in question. Montana enacted such a qualifying statute in 1999, Section 16-11- 
401 to -404, MCA, and complimentary legislation in 2003, Section 16-11-501 to -512, MCA. 


In March 2006, a determination was made (pursuant to the settlement) that the OPMs had lost sufficient market share 
in 2003 to trigger an NPM adjustment analysis, and that disadvantages caused by the settlement were a significant 
factor in the market share loss. Similar findings have been made or agreed to for years 2004 through 2006. The State 
filed a motion in the lawsuit seeking a declaration that it diligently enforced its qualifying statute during 2003. The 
OPMs moved to compel arbitration of the question. District Court ordered arbitration, but was overruled on appeal to 
the Montana Supreme Court. Virtually all of the other Settling States filed similar motions or new actions in their 
various court systems preferring to litigate their diligent enforcement disputes in court rather than in the tobacco 
companies’ proposed nationwide arbitration. Montana was the only state to prevail on its argument against arbitration 
before its highest state court. Montana then successfully defended the favorable ruling from a petition for rehearing 
in Montana and ultimately a certiorari petition to the U.S. Supreme Court filed by tobacco companies which the Court 
rejected. 


Simultaneously, arbitration between the other Settling States and the tobacco companies commenced and proceeded 
to discovery. After the U.S. Supreme Court denied cert regarding Montana’s participation in the arbitration, the 
tobacco companies sought and received a stay of Montana’s litigation pending completion of the nationwide 
arbitration, effectively shutting Montana out of any opportunity for input or influence over standards for determining 
what constitutes “diligent enforcement,” and potentially subjecting Montana to whatever standards may ultimately 
result from the ongoing nationwide arbitration for lack of any alternative interpretative precedent. Thereafter, the 
Montana Supreme Court granted Montana’s writ for supervisory control, overturned the stay, and allowed the State’s 
district court action to proceed through discovery. 


The Montana litigation ended with entry of a stipulated consent decree on June 25, 2012, reflecting the tobacco 
companies’ determination after discovery that they would not contest Montana’s diligent enforcement during 2003. 
In the nationwide arbitration, and as applied to Montana’s consent decree, a “no contest” determination for an 
individual state means that state will not participate in the NPM Adjustment for 2003, (i.e., as a “no contest” state 
Montana will have no reduction to its annual OPM settlement payments for 2003). 


However, the “no contest” for 2003 has no precedential effect in any subsequent year for Montana or any other state’s 
case. Accordingly, Montana will not be subject to the 2003 NPM Adjustment, but the consent decree specifically 
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articulates that Defendants’ consent to its terms “is not a factual concession that Montana, in fact, did or did not 
diligently enforce the Montana Qualifying Statute in 2003 or any other year.” 


Despite Montana’s successful defense of its 2003 enforcement actions, no precedential protections exist, and the State 
remains vulnerable to further expected, though not yet filed, litigation challenging its diligent enforcement in 2004, 
2005, and 2006, for which years the OPMs have already received a determination that Master Settlement terms were 
a “substantial factor” reducing their market share and triggering an NPM Adjustment analysis with the potential to 
reduce annual payments for those Settling States which failed to diligently enforce their statutes. 


Factual arguments exist to show that Montana enacted a qualifying statute within the meaning of the Master Settlement 
Agreement, which was in full force and effect and diligently enforced during 2004-2006 and thereafter to date. 
However, legal and procedural uncertainties exist that make an adverse determination possible. An adverse 
determination on the diligent enforcement issue could result in the loss of some or all of the MSA annual payments to 
the State for years 2004 through 2006, which would be recouped through an offset of payments due to Montana in 
future years. The OPMs have asserted claims for NPM adjustments for later years as well. The outcome of these 
claims is also uncertain. 


In 2015, certain Settling States and certain tobacco product manufacturers commenced multi-state arbitration of the 
issue of diligent enforcement for calendar year 2004. Montana is not a party to this arbitration. Neither Montana nor 
any tobacco product manufacturers have yet initiated litigation to determine the State’s diligent enforcement for 2004. 
Montana anticipates initiating such an action in Montana District Court in fiscal year 2017. 


PPL v. Montana involves ownership of sections of riverbed on the Missouri, Clark Fork and Madison rivers. The case 
originated in 2003, when a group of parents of school age children sued PPL in Federal Court alleging that the 
company must pay rent for the use of state owned riverbeds to generate hydroelectric power. After the Federal Court 
dismissed the case for lack of jurisdiction, PPL filed an action in state district court seeking a declaration that the state 
could not charge them rent for use of the riverbeds at issue. The state intervened in the case and counterclaimed for a 
declaration that PPL and its co-plaintiffs unlawfully occupied state lands and must compensate the State land trust on 
behalf of its public beneficiaries for the use of those lands. The legal test for ownership of the riverbeds is whether 
the rivers at issue were navigable at the time of statehood. Based upon the historical record, the District Court granted 
the State summary judgment on the question of navigability and the case proceeded to trial on the issue of 
compensation for use of trust lands. In June of 2008, the Court issued its ruling and ordered that PPL owed the state 
almost $41 million for past use of the riverbeds. 


PPL appealed the decision to the Montana Supreme Court. The case was briefed and argued before the Court, and in 
March of 2010, the Montana Supreme Court issued a decision upholding the district court’s finding of navigability 
and determination of compensation. 


PPL appealed the case to the United States Supreme Court. The case was briefed and argued, and in February of 2012, 
the Court reversed the Montana Supreme Court’s decision. The United States Supreme Court concluded that the 
Montana courts had applied an incorrect legal standard for determining a river’s navigability. The Court clarified that 
navigability had to be determined on a segment-by-segment basis. The Court remanded the case for further 
proceedings, and the case currently is pending in the Montana First Judicial District, Lewis and Clark County, Judge 
Michael McMahon presiding. The cause number is CDV 2004-846. 


The most obvious impact of the Supreme Court’s decision is that the State is no longer entitled to the $41 million 
judgment. The monetary amount that the State may be entitled to depends on the navigability of the rivers, which will 
have to be determined under the Supreme Court’s segment-by-segment approach. Going forward, the litigation will 
focus on applying the Supreme Court’s segmentation approach to determine the navigable reaches of the Madison, 
Clark Fork, and Missouri Rivers. At this stage, it is difficult to predict an outcome on this litigation. 


A less obvious financial impact is the bill of costs that PPL submitted to the district court following the remand. PPL 
requested that the district court tax the State of Montana with $1.2 million for PPL’s costs relating to the appellate 
proceedings. All but approximately $31,000 relate to premiums that PPL paid for a supersedeas bond in support of 
staying the $41 million judgment. In May 2012, the State filed its response to PPL’s bill of costs and agreed to costs 
for $31,263. However, the State moved the court to deny PPL’s request for costs related to the supersedeas bond. The 


parties stipulated to hold this issue in abeyance until the court is able to rule on all remaining matters in the 
case. Counsel for the State has agreed to release the supersedeas bond. In the opinion of counsel, there are good legal 
arguments that support the State’s position that it should not be required to pay the supersedeas bond premiums; 
however, legal and procedural uncertainties exist that make an adverse determination reasonably possible. At this 
time, no further potential liability to the State is expected relative to this action and no additional updates are necessary 
in regards to the outstanding litigation. 


Spoklie v. Montana Department of Fish, Wildlife and Parks (Spoklie), Sheridan County Docket No. 11013, is the final 
pending case challenging the constitutionality of Initiative Measure 143 (I-143), which banned the issuance of new 
licenses for game farms in Montana, prohibited the transfer of existing licenses, and prohibited game farm licenses 
from allowing the shooting of game farm animals on a game farm for a fee or other remuneration. The State moved 
for summary judgment and that motion is still pending. In the opinion of counsel, good defenses exist to all claims, 
and the possibility of an outcome adverse to the state is very remote. 


Spoklie is the last in a long line of cases that were filed after passage of I-143. The following cases have been 
concluded in favor of the state: Kafka v. Montana Department of Fish Wildlife, and Parks, Hill County Docket No. 
DV-02-059, Buhmann et al. v. State of Montana et al., Lewis and Clark Docket No. DV-2002-555, Royal Tine Ranch 
v. State, Flathead County Docket No. DV-02-606C, and Mesaros v. Department of Fish, Wildlife and Parks, Cascade 
County Docket No. BDV 03-0119. Wallace v. State of Montana, Ravalli County Docket No. 02-254, and Bowman 
v. Montana Fish, Wildlife and Parks, Fergus County Docket No. DV-2002-02, were previously dismissed without 
prejudice and have not been refiled. No other updates in relation to this pending action are known at this time. 


In October 2008 a lawsuit, Diaz et al. v. Blue Cross and Blue Shield of Montana et al. (Diaz), was filed in the Montana 
First Judicial District Court, Lewis and Clark County, Cause No. BVD-2008-956, by plaintiffs Jeanette Diaz, Leah 
Hoffman-Bernhardt, and Rachel Laudon, individually, and on behalf of others similarly situated, naming Blue Cross 
and Blue Shield of Montana (BCBS), New West Health Services (New West), Montana Comprehensive Health 
Association, State of Montana (State) as defendants. The complaint alleges that the defendants have violated the made- 
whole laws of Montana and illegally given themselves subrogation rights. 


On June 12, 2009, Plaintiffs filed with the District court a motion for class certification. The District Court Judge 
denied Plaintiffs’ motion for class certification on December 16, 2009. Plaintiffs appealed this decision to the Montana 
Supreme Court. As part of the review of the underlying decision denying class certification, the Montana Supreme 
Court remanded the case to the District Court to determine the question of whether the made-whole laws, codified in 
Section 2-18-902 and 33-30-1102, MCA, apply to the various types of third-party administrators (TPAs) at issue in 
Diaz. The District Court held that these laws do not apply to TPAs. Plaintiffs appealed this decision. 


On December 21, 2011 the Supreme Court issued its decision, holding that the District Court abused its discretion in 
denying a class action and that BCBS and New West, as TPAs of the State’s health plan, are not subject to the made- 
whole laws as “insurers” under Section 2-18-901 to -902, MCA, or under a third party beneficiary theory. 


On June 20, 2012, the District Court ruled on the State’s summary judgment motion seeking an order from the court 
that the State has not violated the made-whole laws in the administration of its health plan. The court denied the 
State’s motion, ruling that the State is an insurer for the purposes of the made-whole laws and that it must conduct a 
made-whole analysis before exercising and subrogation/coordination of benefits rights. The State filed with the 
District Court a motion requesting that the court certify its decision to the Montana Supreme Court. The District Court 
granted the motion, and the Montana Supreme Court, over Plaintiffs’ objection, ultimately agreed in a November 27, 
2012, Order to hear this issue. The Plaintiffs also appealed to the Montana Supreme Court the District Court’s 
definition of the class action. 


On August 6, 2013, the Montana Supreme Court issued its opinion, affirming the Montana First Judicial District 
Court’s decision defining the class action to include only those State benefit plan members who had timely filed claims 
for covered benefits within eight years before the filing of the Plaintiffs’ complaint. 


On November 6, 2013, the Montana Supreme Court issued its opinion, affirming the District Court’s June 20, 2012, 
decision that the applicable made-whole laws apply to the State benefit plan. 
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On September 8, 2014, the District Court issued an order ruling on several motions that the parties had filed. The 
principal rulings were: (i) the Court authorized Plaintiffs to proceed with additional discovery to determine if the class 
definition should be altered or amended; (ii) given its order to allow additional discovery, the Court held in abeyance 
its decision on the State’s Motion for Summary Judgment requesting that the class be limited to those who timely filed 
claims within the one-year filing restriction contained in the State’s policy; (iii) the Court granted the Plaintiffs’ 
motions asking the Court to require the State conform its health plans, procedures, notices and practices to comply 
with the Montana Supreme Court’s rulings in this case and to pay covered medical expenses, await the resolution of 
claims against liability carriers, and then conduct a made-whole determination before it can exercise subrogation or 
accept reimbursements from its members or providers; and (iv) the Court ordered the parties to develop a class notice 
to be sent to past and current plan members dated back to eight years before this suit was filed. The State and Plaintiffs’ 
counsel are currently working on the notice. 


On April 13, 2015, the District Court issued an Order on Interest to Be Paid, requiring the State to include in the 
payments ultimately made to class members' interest at the rate of 10% per annum. For claims arising before 
December 24, 2009, interest will begin 30 days following the Montana Supreme Court’s decision in Blue Cross and 
Blue Shield of Montana, Inc. v. Montana State Auditor. For any claims arising after December 24, 2009, interest will 
begin starting on the day the underlying medical expenses were incurred. 


On October 5, 2015, the Plaintiffs filed with the District Court a motion directing the State to pay attorney fees arising 
from the class action suit. On November 9, 2015, the District Court issued an order denying Plaintiffs’ motion for 
attorney fees. 


On December 14, 2015, the District Court issued an order certifying that its orders concerning interest and attorney 
fees were final for purposes of an appeal to the Montana Supreme Court. On January 12, 2016, the Plaintiffs filed a 
Notice of Appeal with the Montana Supreme Court, appealing the interest and attorney fee orders. 


Pursuant to the Montana Supreme Court’s mandatory mediation process, the parties reached a settlement on attorney 
fee payments; however, the parties did not reach agreement on the interest issue. On October 25, 2016, the Montana 
Supreme Court issued its ruling on the interest issue, finding that November 14, 2009, is the date that interest 
commences; and, for claims arising after November 14, 2009, interest will begin starting on the day the underlying 
medical expenses were incurred. 


As of June 30, 2016, the State booked an accrual of approximately $1.5 million, which includes a base payment plus 
interest consistent with the District Court’s April 13, 2015, order. Interest will be recalculated based on the Supreme 
Court's October 25, 2016, decision. 


Since the case is ongoing, the State does not have sufficient information to determine the ultimate cost to the State. 


Kohoutek, Inc. v. Montana involves a class action constitutional challenge to the state’s statute governing 
compensation for mandatory case-lot sales of liquor. Agency liquor stores are required by statute to provide an 8% 
discount to liquor licensees for sales of unbroken case-lots. Section 16-2-101(2)(b)(ii)(B), MCA, provides for a 
weighted average discount ratio to offset for some or all of this mandatory case lot discount. The weighted average 
discount ratio is based on fiscal year 1994 sales. Plaintiffs contend that this provision, rooted in 1994 rather than 
based on actual sales, violates their rights to substantive due process and equal protection, and constitutes a taking. 


Plaintiffs filed a Complaint for Declaratory, Injunctive, and Class Relief on March 25, 2014, before the Eighth Judicial 
District Court, ADV-14-181. The District Court for the Eighth Judicial District granted class certification by Order 
dated August 21, 2014. The case has been bifurcated into two parts: constitutionality and damages. The Court heard 
oral argument on the Plaintiffs’ Motion for Partial Summary Judgment, addressing its constitutional claims, on January 
20, 2015, and will decide on that issue in the near future. 


On May 28, 2015, the District Court determined that Section 16-2-101(2)(b)Gi)(B), MCA, violated the plaintiffs’ 
rights to substantive due process and to equal protection of the law because the state has continued to use 1994 sales 
information to reimburse agency liquor stores for the mandatory case lot discounts. Trial on the issue of damages is 
set for February 4 and 5, 2016. 


On August 2, 2016, District Judge Greg Pinski ruled the damages due to the class is $14.7 million. Further proceedings 
will be held in December 2016 to determine whether interest and attorney fees are due to the plaintiffs; however, it is 
anticipated that the total amount due to this litigation will exceed $31 million. 


Stretch v. State of Montana (Cause # DV-05-475A) is a class action wage claim for overtime wages for employees at 
Treasure State Correctional Training Center. The court recently granted Plaintiffs’ motion to expand the class. The 
matter has been set for trial in late 2017. The parties are currently scheduled for settlement discussions in mid- 
December 2016. Plaintiffs claim that their damages run from $2 to $4 million. Plaintiffs recently offered to settle for 
$1.5 million. 


Barclay v. Montana Department of Corrections (Cause # DV-13-26) is a wage claim suit filed by 41 non-union 
employees at Montana State Prison (MSP). Plaintiffs claim the department failed to pay their wages under the 2010 
market survey, since May 2012. They claim losses in excess of $2 million in lost wages and penalties. The parties 
are currently engaged in discovery and are required to engage in a mandatory settlement conference. The case is 
currently scheduled for a jury trial in February 2017, but the parties anticipate seeking a new scheduling order and 
trial date. 


Langford v. Bullock (Cause # 93-CV-46) is a civil rights case over conditions of confinement at Montana State Prison 
(MSP) in Deer Lodge, MT. The court imposed a consent decree against the department in 1994, with continued 
monitoring by the court until the Department is in full compliance. The consent decree obligates the State to come 
into full compliance with the Americans with Disabilities Act. Department has incurred costs to make upgrades to the 
physical infrastructure at MSP. Since about 2014, the department has assumed the additional responsibility to pay 
attorneys' fees and expert fees for Plaintiffs’ counsel (ACLU). Currently, the parties are engaged in weekly 
conferences to reach the goal of final settlement of the remaining issue before February 1, 2017, as ordered by the 
court. At this time, the department cannot specify an anticipated amount of financial obligation. 


Disability Rights Montana v. Batista (Cause # CV-15-22) is a civil rights case filed by ACLU on behalf of Plaintiff, 
alleging deliberate indifference in the provision of mental health care to seriously mentally ill inmates at MSP. The 
Plaintiff appealed the district court order, dismissing the case for failure to state a claim, to the Ninth Circuit Court of 
Appeals. The 9th Circuit “suggested” that the parties engage in mediation, so the department has exchanged settlement 
proposals with Plaintiff. The Plaintiff's counsel has presented an unrealistic settlement proposal, including 
construction of two separate housing units for mentally ill inmates and at least $800,000 in attorneys' fees, continued 
monitoring of the facility and fees to pay the expert monitor. The Plaintiff's chances of success are not good, but the 
cost to defend could be expensive. At this time the department cannot specify an anticipated amount of financial 
obligation. 


The Public Employee Retirement Board (PERB) has one item of outstanding litigation in relation to the Public 
Employees’ Retirement System - Defined Contribution Retirement Plan. Refer to Note 6, section I for additional 
disclosure in relation to this legal proceeding. 


The Montana State Fund, a discretely presented component unit of the State, has two items of litigation in relation to 
their operations and underlying statutory authority governing the program. Refer to Note 18, section N for additional 
disclosure in relation to these legal proceedings. 


Federal Contingencies 


Food Distribution Program — The amount reported for Food Distribution programs (CFDA #10.555, #10.565, #10.567, 
#10.569, and #10.570) represents the dollar value of food commodities distributed to eligible recipients during the 
year. The U.S. Department of Agriculture provides the current value of the commodities used by the State to compute 
the amount reported. The amount of funds received to administer the program is also included in the reported 
amount. The State also distributes food commodities to other states in the western region of the United States, the 
value of which is excluded from the reported amounts. During fiscal year 2016, the State distributed $1.0 million of 
food commodities under CFDA #10.567 to other states. 
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The State of Montana distributed $10.6 million in commodities in fiscal year 2016. The value at June 30, 2016, of 
commodities stored at the State’s warehouse is $1.9 million for which the State is liable in the event of loss. The State 
has insurance to cover this liability. 


Miscellaneous Contingencies 


Loan Enhancements — As of June 30, 2016, the Board of Investments (BOI) had provided loan enhancements from 
the Coal Severance Tax Permanent Fund to the Municipal Finance Consolidation Act Bond Fund and the Facility 
Finance Authority (a component unit of the State of Montana), totaling $177.2 million. The BOI’s exposure to bond 
issues of the Municipal Finance Consolidation Act Bond Fund was $97.3 million, while exposure to bond issues, 
surety bonds, and designated loans of the Facility Finance Authority was $79.9 million. 


Gain Contingencies — Certain natural resource and corporate tax assessments are not reported on the State's financial 
statements because they are being protested administratively. As of June 30, 2016, the following assessments (by fund 
type) were outstanding (in thousands): 


Taxes General Fund 
Corporate Tax $42,354 
Total $42,354 


Collectability of these contingencies is dependent upon the decisions of the court, other authorities, or agreed upon 
settlements. The corporate tax assessments include material estimates that could result in a significant reduction of the 
tax assessed once actual numbers are provided. Interest related to corporate tax assessments is distributed to the 
General Fund and is included in the assessment total above. 


Loss Contingencies — Certain corporations have requested refunds that are not reported on the State’s financial 
statements as of June 30, 2016. The corporations have appealed the department’s decision to deny or adjust the refund. 
As of June 30, 2016, these include $6.0 million of General Fund corporate tax refunds. 


Certain companies have protested property taxes that have been included as revenue on the State’s financial 
statements as of June 30, 2016. As of June 30, 2016, these include $3.4 million of protested property 
taxes recorded in the General Fund and $3.9 million recorded in the State Special Revenue Fund. In addition, 
certain companies have appealed an additional $5.6 million in regular property taxes recorded in the General Fund 
on the State’s financial statements. 


NOTE 17. SUBSEQUENT EVENTS 
Investment Related Issues 


Since June 30, 2016, an additional $50.0 million was committed to Montana Private Equity Pool fund managers and 
an additional $45.0 million was committed to Montana Real Estate Pool fund managers by the Board of Investments 
(BOD. 


Since June 30, 2016, the BOI made additional commitments to fund loans from the INTERCAP loan program in the 
amount of $28.0 million. 


From July 1 through December 12, 2016, the BOI received recovery payments associated with AFF Financing LLC 
holding of $2.5 million, representing $2.4 million in principal and $60.0 thousand in interest. For the same period, the 
BOI received recovery payments associated with the Orion Finance collective holding of $572.0 thousand with $521.0 
thousand and $51.0 thousand applied to principal and interest, respectively. Both the principal and interest was treated 
as recovery money and applied to the reserve. 


During July 2016, the BOI terminated one manager in Montana Domestic Equity Pool. A transition manager was hired 
to liquidate the portfolio and cash was transferred to another fund within the portfolio. The market value of the transfer 
was approximately $63.0 million. 


On August 16, 2016, the BOI approved two commercial loans for a total of $3.1 million. 


During October 2016, the BOI terminated one manager in the Montana Domestic Equity Pool. A transition manager 
was hired to liquidate the portfolio. The market value of the liquidation was approximately $27.0 million. 


The BOI exercised the United States Department of Agriculture - Rural Development’s guarantee on two commercial 
loans outstanding in the principal amount of $6.9 million. Payment was received October 19, 2016. 


As of October 31, 2016, the Short-term Investment Pool will no longer participate in the Security Lending Program. 


During the November 15-16, 2016, meeting of the BOI, the board approved the issuance of up to $20 million in 
INTERCAP bonds on March 1, 2017. Up to $8.5 million of the proceeds will be used to satisfy the BAN with the 
Permanent Coal Tax Trust Fund. Since June 30, 2016, an additional $5.9 million has been recorded as an interentity 
loan payable to the Permanent Coal Tax Trust Fund. The proceeds funded six INTERCAP loan draws of a local 
government. 


The BOI is in the process of working through a bankruptcy trustee to begin foreclosure on one commercial loan with 
an outstanding principal amount of $1.2 million. 


Other Subsequent Events 


On August 2, 2016, $3,000,000 was drawn for a Coal Severance Tax, taxable bond series 2016A, for the renewable 
resource loan program. The bond was purchased by the BOI. 


On August 15, 2016, the Land Board approved, by vote of 5-0, a like-kind property exchange. The Old Amory at 
1100 Last Chance Gulch and the Old Liquor Warehouse at 920 Front St. will be traded for a former Coca-Cola 
Warehouse located at 1698 A St.; all respective properties are located in Helena. Additional requirements must be 
met, such as renovations to the Coca-Cola Warehouse that are suitable to the State, prior to completion of the exchange. 


On September 21, 2016, a complaint and proposed consent decree, related to the case of United States of America and 
State of Montana v. ExxonMobil Pipeline Company, No. 1:16-cv-00143-SPW-TJC, (United States District Court for 
the District of Montana, Billings Division) resulting from a July 2011 Yellowstone River oil spill near Laurel, was 
filed. The consent decree settles all natural resource damage claims of the U.S. and the State of Montana under the 
Oil Pollution Act and State CECRA for a total of $12.0 million. The split of the settlement proceeds is $2.5 million 
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for the U.S., and $9.5 million for the State. The consent decree and a related restoration plan were subject to public 
comment. The Court then entered the consent decree on December 12, 2016, and settlement proceeds are due February 
21, 2017. 

On October 3, 2016, the Consumer Protection Bureau prevailed in the case State of Montana, ex rel. Tim Fox, Attorney 
General vs. Merck & Co., Inc., No. ADV 2005-899 (Mont. 1* Jud. Dist. Lewis & Clark County). The Bureau 
anticipates future receipt of $9.9 million into its State Special Revenue reserve fund and a $3.0 million distribution to 
the Montana Healthcare Foundation as a result of a Consent Judgment agreed to by the parties on this date. 


The Hail Insurance program has experienced an approximate doubling of claims compared to prior growing seasons' 
occurrences. While the program has the resources to cover all claims incurred, participants may not receive premium 
refunds for multiple future years. See Note 8 for additional information related to this self-supported program. 


On January 18, 2017, the Cascade County District Court approved mediation process agreements sought by the 
Risk Management and Tort Defense Division for additional groups of Libby Mine Claims. As a result, an amount 
of $750.0 thousand has been paid. Within thirty days of the approval date, the State will pay an additional $14.2 
million and another $10.0 million will be paid in July 2017. However, the State may be able to mitigate a portion 
or all of this payment should it receive a favorable outcome in a related case against NIC, a State insurer. 
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NOTE 18. COMPONENT UNITS 
A. Condensed Financial Statements 


Below are the condensed financial statements of the component units for the State of Montana as of June 30, 2016 (in 
thousands): 


Condensed Statement of Net Position 
Component Units 


Montana Facility Montana Montana University Total 
Board of Finance State State of Component 
Housing Authority Fund (1) University Montana Units 
Assets: 
Cash, investments and other assets $640,966 $5,269 $1,648,050 $595,374 $457,648 $3,347,307 
Due from primary government - - - 458 1,341 1,799 
Due from component units - - - 57 226 283 
Capital assets (net) (Note 18C) 3 - 28,843 459,067 359,388 847,301 
Total assets 640,969 5,269 1,676,893 1,054,956 818,603 4,196,690 
Deferred Outflows of Resources 696 20 1,187 29,423 18,845 50,171 
Liabilities: 
Accounts payable and other liabilities 7,777 36 143,697 77,226 57,975 286,711 
Due to primary government - 32 - 3,251 1,120 4,403 
Due to component units - - - 226 57 283 
Advances from primary government - - - 19,645 11,895 31,540 
Long-term liabilities (Note 181) 479,911 246 1,017,665 363,525 267,986 2,129,333 
Total liabilities 487,688 314 1,161,362 463,873 339,033 2,452,270 
Deferred Inflows of Resources 106 12 1,757 6,560 7,175 15,610 
Net Position: 
Net investment in capital assets 3 - 28,843 291,601 249,191 569,638 
Restricted 153,868 - - 296,796 267,199 717,863 
Unrestricted - 4,963 486,118 25,549 (25,150) 491,480 
Total net position $153,871 $4,963 $514,961 $613,946 $491,240 $1,778,981 


(1) _ Effective January 1, 2016, Montana State Fund reports their financial statements on a calendar-year basis. The information provided is based on a six-month 
period, ending December 31, 2015. 
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Condensed Statement of Activities 
Component Units 


Montana Facility Montana Montana University Total 
Board of Finance State State of Component 
Housing Authority Fund (2) University Montana Units 
Expenses $ 22,858 $ 392 $124,110 $ 542,254 $ 438,684 $1,128,298 
Program Revenues: 
Charges for services 983 610 88,495 255,376 184,052 529,516 
Operating grants and contributions 24,010 55 - 209,616 139,625 373,306 
Capital grants and contributions - - - 4,710 20,855 25,565 
Total program revenues 24,993 665 88,495 469,702 344,532 928 387 
Net (expense) program revenues 2,135 273 (35,615) (72,552) (94,152) (199,911) 
General Revenues: 
Unrestricted grants and contributions - - - 81 - 81 
Unrestricted investment earnings - - 12,682 905 (2,306) 11,281 
Transfer from primary government (1) - - - 132,598 106,707 239,305 
Gain (loss) on sale of capital assets - 5 (20) 101 - 86 
Miscellaneous - - 934 - - 934 
Contributions to term and permanent endowments - - - 12,658 10,323 22,981 
Total general revenues and contributions - 5 13,596 146,343 114,724 274,668 
Change in net position 2,135 278 (22,019) 73,791 20,572 74,757 
Total net position — July 1 - as previously reported 151,736 4,685 536,980 540,155 470,668 1,704,224 
Adjustments to beginning net position - - - - - - 
Total net position — July 1 — as restated 151,736 4,685 536,980 540,155 470,668 1,704,224 
Total net position - June 30 $153,871 $4,963 $514,961 $ 613,946 $ 491,240 $1,778,981 


(1) _ Includes non-employer pension revenue and payments for services provided. 
(2) Effective January 1, 2016, Montana State Fund reports their financial statements on a calendar-year basis. The information provided is based on a six- 
month period, ending December 31, 2015. 


B. Cash/Cash Equivalents and Investments 


Due to the integration of funds and combined financial information, component unit cash and cash equivalents, equity in pooled 
investments and investments are included with the primary government in Note 3. 
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C. Capital Assets 


The following table summarizes net capital assets reported by the discretely presented component units (in thousands). All 
component units, other than higher education units, are included under the “Other” caption for this schedule: 


Montana State University of 
University Montana Other Total 

Capital assets not being depreciated: 

Land $ 8377 $ 8,225 $ 1,139 $ 17,741 

Construction work in progress 54,016 46,219 - 100,235 

Capitalized collections 9,247 18,108 - 27,355 

Livestock for educational purposes 3,685 - - 3,685 

Total capital assets not being depreciated 75,325 72,552 1,139 149,016 
Capital assets being depreciated: 

Infrastructure 43,655 8,343 - 51,998 

Land improvements 22,918 15,422 - 38,340 

Buildings/Improvements 600,397 538,124 27,941 1,166,462 

Equipment 162,589 92,005 7,517 262,111 

Livestock - 10 - 10 

Library books 65,577 61,234 - 126,811 

Leasehold improvements 1,262 - - 1,262 

Total capital assets being depreciated 896,398 715,138 35,458 1,646,994 
Total accumulated depreciation (520,782) (432,854) (8,110) (961,746) 
Total capital assets being depreciated, net 375,616 282,284 27,348 685,248 
Intangible assets 377 1,878 359 2,614 
MSU Component Unit capital assets, net 7,749 - 7,749 
UM Component Unit capital assets, net - 2,674 2,674 
Discretely Presented Component Units 

capital assets, net $ 459,067 $ 359,388 $28,846 $ 847,301 


D. Other Postemployment Benefits (OPEB) 


Non-university component units are included in the State of Montana benefit plan, whereas the Office of the Commissioner of 
Higher Education (included in the primary government otherwise) is included in the Montana University System benefit plan. For 
these reasons component unit OPEB information is included in Note 7. 


E. Risk Management 


Montana State Fund (MSF or New Fund) is the only component unit risk pool. Unpaid claims and claim adjustment expenses 
are estimated based on the ultimate cost of settling the claims including the effects of inflation and other societal/economic 
factors. There are no significant reductions in insurance coverage from the prior year, nor any insurance settlements 
exceeding insurance coverage for the last three years for MSF. This fund uses the accrual basis of accounting. MSF 
investments are recorded at fair value, and the premiums and discounts are amortized using the scientific interest method over 
the life of the securities. 


(1) Montana State Fund (MSF) — This fund provides liability coverage to employers for injured employees who are 
insured under the Workers Compensation and Occupational Disease Acts of Montana and workers compensation claims 
occurring on or after July 1, 1990. MSF is a self-supporting, competitive State fund, and functions as the guaranteed market. 
At December 31, 2015, approximately 24,400 employers were insured with MSF. Anticipated investment income is 
considered for computing a premium deficiency, and employers must pay premiums to MSF within specified time frames. 
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An actuarial study prepared by Willis Towers Watson, as of December 31, 2015, estimated the cost of settling claims that 
have been reported, but not settled; and claims that have been incurred, but not reported. Due to the fact that actual claim 
costs depend on such complex factors as inflation and changes in the law, claim liabilities are recomputed periodically using 
a variety of actuarial and statistical techniques in order to produce current estimates that reflect recent settlements, claim 
frequency, and other economic and societal factors. 


A provision for inflation is implicit in the calculation of estimated future claim costs because reliance is placed both on actual 
historical data that reflect past inflation and on other factors that are considered to be appropriate modifiers of past 
experience. As of December 31, 2015, $900.3 million of unpaid claims and claim adjustment expenses were presented at face 
value. 


Section 39-71-2311, MCA requires MSF to set premiums at least annually at a level sufficient to insure adequate funding of 
the insurance program during the period the rates will be in effect. It also requires MSF to establish a minimum surplus above 
risk-based capital requirements to support MSF against risks inherent in the business of insurance. 


For the six-month period ended December 31, 2015, MSF ceded premiums to other reinsurance companies to limit the 
exposure arising from large losses. These arrangements consist of excess of loss contracts that protect against individual 
occurrences over stipulated amounts, and an aggregate stop loss contract which protects MSF against the potential that 
aggregate losses will exceed expected levels expressed as a percentage of premium. The excess of loss contract provides 
coverage up to $100.0 million in which MSF retains the first $5.0 million for the first layer of reinsurance coverage. The 
excess of loss protection applies to an individual occurrence with the maximum of $5.0 million on any one life. 


The term of the current aggregate stop loss contract was July 1, 2014 through December 31, 2016. The contract provides 
coverage based on MSF’s premium levels not to exceed 15% of the subject net earned premium. In the event reinsurers are 
unable to meet their obligations, under either the excess of loss contracts or the aggregate stop loss contract, MSF would 
remain liable for all losses, as the reinsurance agreements do not discharge MSF from its primary liability to the 
policyholders. 


Premium revenue was reduced by premiums paid for reinsurance coverage of $5.5 million during the six-month period ended 
December 31, 2015. 


Estimated claim reserves were reduced by $10.8 million as of December 31, 2015 for the amount of reinsurance estimated to 
be ultimately recoverable on incurred losses due to the excess of loss reinsurance contract and an additional $22.4 million for 
the amount of reinsurance estimated to be ultimately recoverable on incurred losses due to the aggregate stop loss contract. 


(2) Changes in Claims Liabilities for the Past Two Years — As indicated above, this fund establishes liabilities for both 
reported and unreported insured events including estimates of future payments of losses and related claim adjustment 
expenses. The following table presents changes (in thousands) in the aggregate liabilities for Montana State Fund net of 
estimated reinsurance recoverable. The information presented is at face value and has not been discounted. 


Unpaid claims and claim adjustments 
expenses at beginning of year 
Incurred claims and claim 
adjustment expenses: 
Provision for insured events 
of the current year 
Increase (decrease) in provision for 
insured events of prior years 
Total incurred claims and claim 
adjustment expenses 
Payments: 

Claims and claim adjustment 
expenses attributable to insured 
events of the current year 

Claims and claim adjustment 
expenses attributable to 
insured events of prior years 


Total payments 
Total unpaid claims and claim 
adjustment expenses at end of year 


F. Capital Leases/Installment Purchases 


Obligations under capital leases/installment purchases at June 30, 2016, were as follows (in thousands): 


Fiscal Year 
Ending June 30 


Six Months Ended 
December 31, 2015 


$ 895,543 


72,200 


(4,817) 


67,383 


(8,090) 


(54,540) 


(62,630) 


$ 900,296 


Discretely Presented 
Component Units 


2017 
2018 
2019 
2020 
2021 
2022-2026 
Total minimum payments 


Less: interest 
Present value of 
minimum payments 


$249 
175 
97 
62 
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G. Operating Leases 


Future rental payments under operating leases at June 30, 2016, are as follows (in thousands): 


Fiscal Year 


Discretely Presented 


Ending June 30 Component Units 

2017 $ 4,598 

2018 2,718 

2019 2,488 

2020 2,307 

2021 1,274 

2022-2026 2,874 

2027-2031 1,491 

Thereafter 2,833 

Total future rental payments $20,583 


H. Debt Service Requirements 


Debt service requirements of discretely presented component units at June 30, 2016, were as follows (in thousands): 


Montana Board of Housing 


Montana State University 


University of Montana 


Year Ended 

June 30 Principal Interest Principal Interest Principal Interest 
2017 $ 13,550 $ 16,036 $ 9,642 $ 6,094 $ 8,207 $ 3,587 
2018 15,325 15,741 8,995 5,834 8,506 3,293 
2019 15,795 15,403 12,560 5,560 8,825 2,964 
2020 16,265 15,010 9,180 5,242 9,220 2,611 
2021 16,800 14,569 9,200 4,931 9,565 2,227 
2022-2026 96,575 64,433 35,255 20,220 42,830 5,585 
2027-2031 105,880 46,068 25,380 13,731 9,800 1,201 
2032-2036 98,100 26,352 24,120 8,645 1,885 114 
2037-2041 70,749 10,288 14,795 4,483 - - 
2042-2046 22,105 1,156 11,205 857 - - 

Total $471,144 $225,056 $160,332 $75,597 $98,838 $21,582 
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I. Summary of Changes in Long-term Liabilities Payable 


Long-term liability activity of discretely presented component units for the year ended June 30, 2016, was as follows (in 
thousands): 


Amounts 
Amounts Due In More 
Beginning Ending Due Within Than One 
Balance (3) Additions Reductions Balance One Year Year 
Discretely presented component units 
Bonds/notes payable 
Montana Board of Housing $ 482,723 $ 129,045 $ 134,754 $ 477,014 $ 13,550 $ 463,464 
Montana State University (MSU) 168,723 4,805 9,589 163,939 9,642 154,297 
University of Montana (UM) 108,670 - 8,284 100,386 8,241 92,145 
Total bonds/notes payable (1) 760,116 133,850 152,627 741,339 31,433 709,906 
Other liabilities 
Lease/installment purch payable 556 255 261 550 218 332 
Compensated absences payable 60,312 31,613 30,161 61,764 31,207 30,557 
Arbitrage rebate tax payable 904 310 453 761 409 352 
Estimated insurance claims 895,543 67,383 62,630 900,296 126,298 773,998 
Due to federal government 33,201 313 1,013 32,501 - 32,501 
Derivative instrument liability 4,607 1,490 - 6,097 - 6,097 
Reinsurance funds withheld 77,720 13,328 1,477 89,571 - 89,571 
Unearned compensation 371 20 - 391 - 391 
Net pension liability 163,178 29,601 14,079 178,700 - 178,700 
OPEB implicit rate subsidy (2) 106,648 9,833 1,587 114,894 - 114,894 
Total other liabilities 1,343,040 154,146 111,661 1,385,525 158,132 1,227,393 
$2,103,156 $287,996 $264,288 $2,126,864 189,565 1,937,299 
Long-term liabilities of Montana University System component 
units (4) (95) 2,564 
Total discretely presented component units long-term liabilities $189,470 $1,939,863 


(1) When applicable, this amount includes unamortized discounts and unamortized premiums. 


(2) The OPEB plan allows retirees to participate, as a group, at a rate that does not cover all the related costs. This results in the reporting of an “implicit rate” 
subsidy in the related financial statements. While this liability is disclosed for financial purposes, it does not represent a legal liability of the State, or any of 
its component units. 


(3) | Beginning balances are taken from component unit financial statements. 


(4) _ Interentity transaction eliminations between Montana University System component units for debt shown in the component unit information can cause 
negative balances in component unit information. 


J. Refunded and Early Retired Debt 


Universities 

Defeased Debt Outstanding 

The University of Montana has defeased certain bond issues by placing proceeds of new bonds in an irrevocable trust. The 
proceeds, together with interest earned thereon, will be sufficient for future debt service payments on the refunded issues. 
Accordingly, the trust account assets and the liability for the defeased bonds are not included in the University's consolidated 
financial statements. As of June 30, 2016, $113.6 million of bonds outstanding were considered defeased. 
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Kk. No-Commitment Debt 


Information is presented below for financing authorities participating in debt issues. The State has no obligation for this debt. 
Accordingly, these bonds and notes are not reflected in the accompanying financial statements. 


Facility Finance Authority (FFA) 

The FFA is authorized to issue bonds and notes to finance projects for qualifying health care and other community-based 
service providers. The revenue bonds are payable solely from loan repayments to be made by eligible facilities pursuant to 
loan agreements, and further, from the funds created by the indentures and investment earnings thereon. The notes are 
payable solely from loan repayments pursuant to loan agreements. The revenue bonds and notes payable issued by the FFA 
do not constitute a debt, liability, obligation, or pledge of faith and credit of the State of Montana, with the exception of the 
Montana State Hospital Project included in Note 11. At June 30, 2016, revenue bonds and notes outstanding aggregated 
$966 million. 


The Board of Investments and the FFA have entered into a capital reserve account agreement for certain bond issues. See 
Note 16 for more information. 


Montana Board of Housing (MBOH) 

The MBOH is authorized to issue bonds and make mortgage loans in order to finance affordable housing for Montana 
residents. The bonds are special limited obligations, payable solely from pledged revenues and assets of the borrower, not 
general obligations of the MBOH. These bonds issued by the MBOH do not constitute a debt, liability, obligation, or pledge 
of faith and credit of the State of Montana. At June 30, 2016, bonds outstanding aggregated $14.8 million. 


L. Derivative Transactions Related to Long-term Debt 


Montana State University (MSU) has two interest rate swaps as of June 30, 2016. Interest rate swaps are classified as 
hedging derivative instruments if the instruments meet the criteria of paragraphs 27 (a) and (b) of GASB Statement No. 53 — 
Accounting and Financial Reporting for Derivative Instruments (GASB 53), or as investment derivative instruments if they 
do not. 


Effective Termination 


Derivative Description Trade Date Date Date Terms Counterparty 
$25.75 million fixed payer swap 3/10/2005 7/21/2005 = *11/15/2035 Pay 3.953%, Receive SIFMA Deutsche Bank AG 
$25.25 million basis swap 12/19/2006 11/15/2007 11/15/2035 Pay SIFMA, Receive 86.8% Morgan Stanley Capital 

of 10-year SIFMA Services Inc. 


* Counterparty may opt out in 2016 


As of June 30, 2016, the fixed payer swap is classified as a hedging derivative instrument under GASB 53, whereas the basis 
swap is an investment derivative instrument because there is no identified financial risk being hedged by the basis swap that 
can be expressed in terms of exposure to adverse changes in cash flows or fair values. GASB 53 includes four methods for 
evaluating hedge effectiveness; a governmental entity may use any of the evaluation methods outlined in GASB 53 and is not 
limited to using the same method from period to period. The four methods described in GASB 53 are: consistent critical 
terms, synthetic instrument, dollar-offset, and regression analysis. In Addition, GASB 53 permits a governmental entity to 
use other quantitative methods that are based on “established principles of financial economic theory.” The fixed payer swap 
passes the established criteria using the regression analysis methodology. 


The fair values of the interest rate swaps were estimated using the zero-coupon method. This method calculates the future net 
settlement payments required by the swap, assuming that the current forward rates implied by the yield curve correctly 
anticipate future spot interest rates. These payments are then discounted using the spot rates implied by the current yield 
curve for hypothetical zero-coupon bonds due on the date of each future net settlement on the swaps. To measure non- 
performance risk for a derivative liability, credit spreads implied by the credit rating for debt issues by entities with similar 
credit characteristics were used. This is the best method available under current market conditions since MSU has no credit 
default swaps that actively trade in the marketplace. For a derivative asset, the adjustment for non-performance risk of 
counterparties was determined by analyzing counterparty-specific credit default swaps, if available. If not available, credit 
default swaps in the market for entities of similar type and rating were used, along with information found in various public 


B-169 


and private information services. This analysis is used to construct a credit curve that is applied to the discount curve on the 
net settlement payments of the derivative. 


The counterparty to the fixed payer swap had the right to terminate the swap at $0 on December 14, 2016 (a European 
option); this option was not excercised. The value of the cancelation option was included within the derivative structure, 
resulting in an off-market (i.e., lower) fixed swap rate. As of the trade date, the option’s value included intrinsic value and 
time value. The option’s intrinsic value (calculated as the difference between the at-market rate of 4.11% and the off-market 
rate of 3.953%) is accounted for as a loan receivable and is repaid by the off-market portion of each swap payment. The 
option’s time value, which will always be negative to MSU and will equal $0 on the option’s expiration date, is reported as 
deferred investment revenue. On September 10, 2010, the Series J bonds were converted to index bonds. While in index 
mode the interest rate is reset weekly at a rate of the Securities Industry and Financial Markets Association (SIFMA) rate plus 
a fixed spread. The spread is based on the long-term, unenhanced rating assigned to the issuer; the current spread as of June 
30, 2016, was 0.65%. The dependent variable in the regression is the interest rates of the hedged cash flows; the independent 
variable is the floating rates due under the hedging derivative. 


The fair value of the fixed payer swap liability as of June 30, 2016, is at fair value level 2, and was based on forward SIFMA 
rates using the three month Libor Zero Curve, and the BMA Swaption Volatility on the AA Rated Muni Revenue Curve. The 
fair value of the nonhedging derivative investment is also at level 2, and was based on forward SIFMA rates using the 10- 
year forward BMA constant maturity swap using the three month Libor Zero Curve, and the BMA Swaption Volatility on the 
counterparty’s credit default swap. 


The following table summarizes the reported balances as of, and the derivative instrument activity during, the year ended 
June 30, 2016 (in thousands): 


Activity During 2016 Fair Values at June 30, 2016 
Cash flow hedges: Notional Classification Amount Classification Amount 
Cash flow hedge - 
Pay fixed interest rateswap $21,200 Interest expense $ 20 Loan receivable 268 
Investment income 20 Derivative liability 6,097 
Deferred outflow 1,512 
Investment derivative — 
Basis swap $21,200 Investment revenue $16 Investment (excluding 1,271 
interest accrued) 


The objective and terms of MSU’s hedging derivative outstanding as of June 30, 2016, is as follows (in thousands): 


Notional Effective Termination Cash (Paid)! 
Type Objective amount Date Date Received Terms 
Pay fixed, cancelable Hedge interest rate risk $21,200 7/21/2005 11/15/2035 - Pay 3.953% 
interest rate swap on Series J 2005 Bonds Receive SIFMA 
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Credit Risk 

It is MSU’s policy to enter into derivative agreements with highly rated counterparties. As of June 30, 2016, counterparty 
ratings were A3 and Baa2 by Moody’s and BBB+ and BBB+ by Standard and Poor’s (S&P). MSU manages credit risk by 
requiring its counterparties to post collateral in certain events. MSU is entitled to collateral from its fixed payer swap 
counterparty if the interest rate swap’s fair value is greater than $5 million and the counterparty is rated A+ or A, by S&P, or 
Al or A2 by Moody’s. If the counterparty to the fixed payer swap is rated A- or below, by S&P, or A3 or below by 
Moody’s, MSU is entitled to collateral up to 100% of the swap’s fair value. MSU is not required to post collateral. MSU will 
continue to monitor counterparty credit risk. 


MSU enters into derivative agreements with multiple counterparties to limit concentration of credit risk. Currently, MSU has 
interest rate swaps with two different counterparties and each counterparty accounts for approximately 50% of outstanding 
notional. MSU monitors counterparty credit risk on an ongoing basis. 


Interest Rate Risk 

Interest payments on variable rate debt will typically increase as interest rates increase. MSU believes it has significantly 
reduced interest rate risk by entering into a pay-fixed, receive floating interest rate swap. As interest rates increase, net swap 
payments decrease so that changes in hedged variable-rate debt interest payments, attributable to SIFMA, are largely offset 
by the net swap payments. 


Basis Risk 

The variable-rate cash flows being hedged by the pay-fixed swap will increase or decrease as SIFMA rates increase or 
decrease. Because the hedged cash flows are SIFMA based and the floating receipts of the pay-fixed swap are SIFMA based, 
there is no basis risk. 


Termination Risk 

MSU or its counterparties may terminate a derivative instrument if the other party fails to perform under the terms of the 
contract. In addition, MSU’s fixed payer swap counterparty has the right to terminate the derivative if the credit rating of 
MSU’s unenhanced long-term revenue bond rating is withdrawn, suspended or reduced below BBB-, in the case of S&P, or 
below Baa3 in the case of Moody’s. If such an event occurs, MSU could be forced to terminate the fixed payer swap in a 
liability position. As of June 30, 2016, MSU’s unenhanced long-term revenue bond rating was Aa3 by Moody’s and A+ by 
S&P. 


Rollover Risk 

MSU’s hedging derivative includes a cancelation option which allows the counterparty to cancel the swap on December 14, 
2016. Should the counterparty exercise its option, MSU would be exposed to rollover risk as exercise would only be likely in 
arate environment higher than that at the time the trade was originally entered into. 


Foreign Currency Risk 
All hedging derivatives are denominated in US Dollars and therefore MSU is not exposed to foreign currency risk. 


Market Access Risk 

Market access risk is the risk that MSU will not be able to enter credit markets or that credit will become more costly. For 
example, to complete a derivative instrument’s objective, an issuance of refunding bonds may be planned in the future. If at 
that time MSU is unable to enter credit market, expected cost savings may not be realized. 
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M. Related Party Transactions 


Private nonprofit organizations with relations to the University of Montana (UM) include the Alumni Association, the 
Montana Technology Enterprise Center (MonTEC), the Montana Tech Booster Club and the Montana Tech Alumni 
Association. 


The associations and the booster club operate exclusively for the purpose of encouraging, promoting and supporting 
educational programs, research, scholarly pursuits and athletics at, or in connection with, UM. For the year ended June 30, 
2016, $112.4 thousand was transferred from or expended by the Montana Tech Booster Club for scholarships and 
construction projects. In exchange, UM provides the associations and the booster club with office space, staff and some 
related office expenses. 


MonTEC was established as a nonprofit 501(C)(3) corporation in fiscal year 2001 as a result of an agreement between UM 
and the Missoula Area Economic Development Foundation (MAEDF). MonTEC provides low cost lease space and business 
consulting to local “start-up” companies. The corporation’s board of directors is comprised equally of members appointed by 
MAEDF and UM. 


Private nonprofit organizations affiliated with Montana State University (MSU) include the MSU-Bozeman Bookstore, 
Friends of KUSM, and Friends of KEMC. Friends of Montana Public Television provided $1.1 million during 2016 and 
Friends of KEMC Public Radio provided $865.0 thousand during 2016 in support of MSU’s television and radio stations. 


N. Litigation Contingencies 


Susan Hensley v. Montana State Fund Montana State Fund received a Petition for Hearing that was filed before the 
Workers’ Compensation Court in October, 2013. The matter is Susan Hensley vs. Montana State Fund, WCC No. 2013- 
3235. Under House Bill 334, as passed by the legislature in 2011 and codified in 39-71-703 (2), MCA, when a claimant 
receives a Class I impairment, it is not payable unless the claimant has an actual wage loss as a result of the compensable 
injury or occupational disease. The law was effective July 1, 2011, and applicable to claims that occurred on or after that 
date. The petitioner in this matter is challenging the constitutionality of 39-71-703 (2), MCA. State Fund anticipates the 
chances are remote, but as with any litigated matter there is the possibility of an adverse decision. Should the statute be held 
unconstitutional, determined to be applicable to other claims and also determined to be retroactively applicable, potential 
liability is estimated to be at least $2.2 million per year, as based on NCCI initial pricing, and current estimated business 
volumes. 


Montana State Fund received another Petition for Hearing that was filed before the Workers’ Compensation Court. The 
matter is Steven Hanson vs. Montana State Fund, WCC No. 2014-3398. This is a companion case to Susan Hensley v. 
Montana State Fund and has been held in abeyance pending a decision in Hensley. 


O. Subsequent Events 


Subsequent to June 30, 2016, the Montana State University drew an additional $2.8 million on its Series C bonds, bringing 
the total outstanding as of December 9, 2016, to $7.6 million. The University is committed to draw a total of $16.5 million 
through February of 2018, as funds are required to complete its parking garage and new dining hall. 


On July 1, 2016, a promissory note was entered into between the Montana Facility Finance Authority (FFA) and Gateway 
Community Services for $32.0 thousand for the approximate cost of FFA purchasing a condo unit during remediation of 
defaulted loans. 


On August 3, 2016, a $771.0 thousand loan was made to Northeast Montana Health Services from the Trust Fund Loan 
Program to finance the costs associated with the purchase of replacement boilers and asbestos mitigation. 


On August 17, 2016, $20.5 million of bonds were issued for North Valley Hospital to refinance bonds issued by the FFA in 
2012 and 2014. The refinancing was necessary because of an affiliation with Kalispell Regional Healthcare System. The 
refinancing also reduced the interest rate and extended the term of the bonds. 
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On September 16, 2016, the Montana State Fund Board of Directors declared a $35.0 million dividend at their board meeting. 
The dividend payments were issued in November 2016 to eligible policyholders for the 2014 policy year. 


On September 28, 2016, $50.8 million of bonds were issued for Providence St. Joseph Health to refund bonds issued in 2006 
by the FFA for Providence Health & Services. The 2016 issuance will bring the 2006 debt into the new obligated group 
formed by the merger of Providence Health & Services and St. Joseph Health System. 


On October 5, 2016, $17.9 million of bonds were issued for St. Luke Community Healthcare to redeem bonds originally 
issued by the FFA in 2006. The Series 2016 bonds reduced the interest rate of the prior bonds. 


On October 11, 2016, $2.1 million of bonds were issued for Marias Medical Center to refinance bonds originally issued by 
the FFA in 2005. The Series 2016 bonds reduced the interest rate of the prior bonds. 


On October 14, 2016, a $100.0 thousand Direct Loan was made to McCone County Health Center by the FFA to finance the 
purchase, move and installation of a modular building to house traveling professionals. 


On October 21, 2016, $3.1 million of bonds were issued for Boyd Andrew Community Services to refinance bonds originally 
issued by the FFA in 2006. The Series 2016 bonds reduced the interest rate of the prior bonds. 


On October 27, 2016, a $245.0 thousand loan was made to Broadwater Health Center by the FFA to purchase lab equipment 
and a house for the use of locum physicians and offices. 


In November 2016, the Montana State University received approval from the Board of Regents’ to negotiate a long-term land 
and building lease at a cost of approximately $2 million per year for up to ten years, with renewal options at a land-lease only 
rate for five or more years thereafter. The leased facility will be used to conduct classified research that is expected to be 
funded by governmental grants. Lease negotiations were not yet complete as of December 9, 2016. 


On November 10, 2016, $141.3 million of bonds were issued for Benefis Health System to refinance bonds issued by the 
FFA in 2007 and 2011. The Series 2016 bonds reduced the interest rate of the prior bonds. 


On December 31, 2016, the Executive Director of the FFA retired. 


On December 31, 2016, the President of the University of Montana departed from the institution. 


NOTE 19. MATERIAL VIOLATIONS OF FINANCE-RELATED LEGAL PROVISIONS 
Constitutionality of Retirement Plan Funding 


The Montana Constitution, Article VIII, Section 15, states that public retirement systems shall be funded on an 
actuarially sound basis. Public pension plans are considered actuarially sound if the unfunded accrued actuarial 
liability amortization period is less than 30 years. As of June 30, 2016, the Sheriffs’ Retirement System (SRS), the 
Game Warden & Peace Officers’ Retirement System (GWPORS), and Public Employees’ Retirement System-Defined 
Contribution Retirement Plan Disability Other Post Employment Benefit (PERS-DCRP Disability) plans were not in 
compliance and do not amortize. The unfunded liabilities in the other state retirement systems amortize in less than 
30 years as of the fiscal year ended June 30, 2016. 
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BUDGETARY COMPARISON SCHEDULE 
GENERAL AND MAJOR SPECIAL REVENUE FUNDS 
FOR THE FISCAL YEAR ENDED JUNE 30, 2016 


(amounts expressed in thousands) 


REVENUES 
Licenses/permits 
Taxes: 

Natural resource 

Individual income 

Corporate income 

Property 

Fuel 

Other 
Charges for services/fines/forfeits/settlements 
Investment earnings 
Sale of documents/merchandise/property 
Rentals/leases/royalties 
Contributions/premiums 
Grants/contracts/donations 
Federal 
Federal indirect cost recoveries 
Other revenues 

Total revenues 


EXPENDITURES 
Current: 
General government 
Public safety 
Transportation 
Health and human services 
Education 
Natural resources 
Debt service: 
Principal retirement 
Interest/fiscal charges 
Capital outlay (Note RS-1) 
Total expenditures 
Excess of revenue over (under) expenditures 


OTHER FINANCING SOURCES (USES) 
Insurance proceeds 
General capital asset sale proceeds 
Refunding bond issued 
Payment to refunding bond escrow agent 
Bond premium 
Bond proceeds 
Energy conservation loans 
Transfers in (Note 12) 
Transfers out (Note 12) 
Total other financing sources (uses) 

Net change in fund balances 

(Budgetary basis) 


RECONCILIATION OF BUDGETARY/GAAP REPORTING 
1. Securities lending income 
2. Securities lending costs 
3. Inception of lease/installment contract 
4. Adjustments for nonbudgeted activity 
Net change in fund balances 
(GAAP basis) 


Fund balance - July 1 

Prior period adjustments 

Increase (decrease) in inventories 
Fund balances - June 30 


GENERAL FUND 
ORIGINAL FINAL 
BUDGET BUDGET ACTUAL VARIANCE 

125,356 $ 125,356 $ 125,357 $ 1 
82,268 82,268 65,218 (17,050) 
1,229,616 1,229,616 1,170,799 (58,817) 
179,898 179,898 119,539 (60,359) 
255,082 255,082 258,864 3,782 
232,269 232,269 229,026 (3,243) 
45,429 45,429 38,370 (7,059) 
‘ 5,703 5,703 
366 366 360 (6) 

43 43 43 
180 180 1,736 1,556 
3,777 3,777 7,388 3,611 
24,649 24,649 16,126 (8,528) 
189 189 216 27 
4,412 4,412 1,102 (3,310) 
2,183,534 2,183,534 2,039,847 (143,687) 
364,592 364,592 343,252 21,340 
330,560 330,560 316,079 14,481 
512,641 512,641 485,714 26,927 
1,043,598 1,043,598 1,036,828 6,770 
41,583 41,583 35,008 6,575 
- 48 (48) 
- 193 (193) 
9,085 (9,085) 
2,292,974 2,292,974 2,226,207 66,767 
(109,440) (109,440) (186,360) (76,920) 
143 143 130 (13) 
70,474 70,474 78,555 8,081 
(267,082) (267,082) (91,207) 175,875 
(196,465) (196,465) (12,522) 183,943 
(305,905) (305,905) (198,882) 107,023 
- 32 32 
3 (16) (16) 
97 7 
(305,905) (305,905) (198,769) 107,136 
- - 471,334 471,334 
: (446) (446) 
: : (805) (805) 
(305,905) $ (305,905) $ 271,314 $ 577,219 


The notes to the required supplementary information are an integral part of this schedule. 


Budgetary data is not broken down to the same account level as actual financial statement data, which accounts for some of the larger variances. 
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STATE SPECIAL REVENUE FUND FEDERAL SPECIAL REVENUE FUND 
ORIGINAL FINAL ORIGINAL FINAL 
BUDGET BUDGET ACTUAL VARIANCE BUDGET BUDGET ACTUAL VARIANCE 
198,635 $ 198,635 $ 194,993 $ (3,642) $ -$ -$ -$ 
90,126 90,126 60,004 (30,122) 
16,268 16,268 16,873 605 
219,997 219,997 225,841 5,844 
134,751 134,751 130,695 (4,056) 1 1 - (1) 
98,441 98,441 96,358 (2,083) 36,198 36,198 35,520 (678) 
9,441 9,441 - : 339 339 
7,567 7,567 6,298 (1,269) 19 19 19 
994 994 1,061 67 1 1 - (1) 
24,802 24,802 24,880 78 
12,616 12,616 10,235 (2,381) 102 102 8 (94) 
16,628 16,628 5,868 (10,760) 2,260,622 2,260,622 2,282,352 21,730 
48,032 48,032 43,825 (4,207) 66,012 66,012 69,042 3,030 
4,646 4,646 3,622 (1,024) 1,101 1,101 921 (180) 
873,503 873,503 829,994 (43,509) 2,364,056 2,364,056 2,388,201 24,145 
305,205 305,205 179,239 125,966 267,437 267,437 98,097 169,340 
88,789 88,789 70,848 17,941 31,998 31,998 11,259 20,739 
298,315 298,315 220,931 77,384 475,704 475,704 99,009 376,695 
171,187 171,187 160,531 10,656 1,663,630 1,663,630 1,523,547 140,083 
111,299 111,299 80,753 30,546 254,511 254,511 207,098 47,413 
318,048 318,048 167,720 150,328 131,180 131,180 62,474 68,706 
616 (616) : - 21 (21) 
695 (695) : : 6 (6) 
60,933 (60,933) : : 364,304 (364,304) 
1,292,843 1,292,843 942,266 350,577 2,824,460 2,824,460 2,365,815 458,645 
(419,340) (419,340) (112,272) 307,068 (460,404) (460,404) 22,386 482,790 
1,475 1,475 106 (1,369) 
164 164 670 506 18 18 18 
22,540 22,540 22,540 
(25,557) (25,557) 
3,256 3,256 
3,256 3,256 2 (3,256) 
677 677 
316,198 316,198 160,384 (155,814) 36,838 36,838 5,173 (31,665) 
(83,636) (83,636) (14,719) 68,917 (71,549) (71,549) (30,033) (41,516) 
259,997 259,997 147,357 112,640 (34,693) (34,693) (24,842) 9,851 
(159,343) (159,343) 35,085 194,428 (495,097) (495,097) (2,456) 492,641 
150 150 - - 3 3 
(54) (54) : 7 (1) (1) 
256 256 : : 15 15 
(32,689) (32,689) 
(159,343) (159,343) 2,748 162,091 (495,097) (495,097) (2,439) 492,658 
1,550,398 1,550,398 : 11,173 11,173 
(686) (686) - - 226 226 
1,558 1,558 


(159,343) $ (159,343) $ 1,554,018 $ 1,713,361 $ (495,097) $ (495,097) $ 8,960 $ 504,057 
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NOTES TO THE REQUIRED SUPPLEMENTARY INFORMATION 


NOTE RSI - 1. BUDGETARY REPORTING 


A. State Budget Process 


The Montana Legislature meets in the odd-numbered years to prepare annual budgets for the next biennium. The 
Constitution requires that legislative appropriations not exceed available revenues. The Legislature uses revenue estimates 
in the budgetary process to establish appropriation levels. Expenditures may not legally exceed budget appropriations at the 
fund level. In addition, the State Constitution prohibits borrowing to cover deficits incurred because appropriations exceeded 
anticipated revenues. State law requires an appropriation for disbursements from the general, special revenue and capital 
projects funds, except for those special revenue funds from non-state and non-federal sources restricted by law or by the 
terms of an agreement. The level of budgetary control is established by fund type, except capital project funds, which are at 
project level. Budgets may be established in other funds for administrative purposes. 


Agency budget requests are submitted to the Governor, and the Legislative Fiscal Division receives a copy. The Office of 
Budget and Program Planning (OBPP) and the Governor analyze the requests, establish priorities, and develop the requests 
into the executive budget request submitted to the Legislature. Joint appropriations subcommittee hearings are held, and an 
omnibus appropriation bill is reported in the House and subsequently sent to the Senate. The Legislature generally enacts 
one bill to establish the majority of appropriations for the next two fiscal years. OBPP establishes appropriations for each 
program by accounting entity (fund) within an agency. The Legislature enacts other appropriations, but only within the 
available revenue. Agencies must prepare and submit to the budget director operational plans showing the allocation of 
operating budgets by expenditure category (i.e., personal services, operating expenses, equipment, etc.). The budget director 
or other statutorily designated approving authority may authorize changes among expenditure categories and transfers 
between program appropriations. 


Appropriations may not be increased by amendment in the General Fund. However, a department, institution, or agency of 
the executive branch desiring authorization to make expenditures from the General Fund during the first fiscal year of the 
biennium from appropriations for the second fiscal year of the biennium may apply for authorization from the Governor 
through the budget director. In the second year of the biennium, during the legislative session, the Legislature may authorize 
supplemental appropriations. The Governor, or designee, may approve budget amendments for non-general fund monies 
not available for consideration by the Legislature and for emergencies. In the accompanying financial schedule, original 
and final budget amounts are reported. There were no expenditures in excess of total authorized appropriations in the State's 
budgeted funds for the fiscal year. 


Appropriations for debt service activities are continuing through statutory authority until the obligation is extinguished. 
Because these non-operating budgets primarily serve a management control purpose, and related appropriations are 
continuing in nature, no comparison between budgeted and actual amounts for funds budgeted on this basis is provided. 


Appropriations for capital projects funds are not made on an annual basis, but are adopted on a project-length basis. 
Because these non-operating budgets primarily serve a management control purpose, and related appropriations are 
continuing in nature, no comparison between budgeted and actual amounts for funds budgeted on this basis is provided. 


Appropriations may be continued into the next fiscal year when authorized by the Legislature or the Governor's Office. 
After fiscal year-end, appropriations that are not continued are reverted. The reverted appropriations remain available for 
one fiscal year for expenditures that exceed the amount accrued or encumbered. Fund balances are not reserved for reverted 
appropriations. For fiscal year 2016, reverted governmental fund appropriations were as follows: General Fund - $26.3 
million, State Special Revenue Fund - $145.2 million, and Federal Special Revenue Fund - $104.1 million. Agencies are 
allowed to carry forward 30% of their reverted operating appropriations into the next two fiscal years. This amount can be 
used for new expenditures at the request of the agency and upon approval of OBPP. 


B. Budget Basis 


The Legislature's legal authorization ("appropriations") to incur obligations is enacted on a basis inconsistent with Generally 
Accepted Accounting Principles (GAAP). The budget basis differs from GAAP for encumbrances outstanding at fiscal 
year-end, compensated absences, capital assets and inventories purchased in proprietary funds, certain loans from 
governmental funds, and other miscellaneous nonbudgeted activity. 


REQUIRED SUPPLEMENTARY INFORMATION 


NOTE RSI -2. PENSION PLAN INFORMATION 


Required Supplementary Information 
State of Montana as an Employer Entity 


Judges’ Retirement System 


Schedule of Changes in Net Pension Liability/(Asset) and Related Ratios! 


For the Fiscal Year Ended June 30 


(dollars in thousands) 


2016 2015 

Total Pension Liability (TPL) 
Service costs $ 1653 $ 1,594 
Interest 3,934 3,824 
Differences between expected and actual experience (1,032) - 
Benefit payments (3,041) (3,023) 

Net change in total pension liability $ 1514 $ 2,395 
Total pension liability - beginning 51,632 49,237 
Total pension liability - ending $ 53,146 $ 51,632 
Plan Fiduciary Net Position 
Contributions — employer $ 1,684 $ 1,651 
Contributions - member 534 481 
Net investment income 3,843 12,421 
Benefit payments (3,041) (3,023) 
Administrative expense (136) (100) 

Net change in plan fiduciary net position $ 2,884 $ 11,430 
Plan fiduciary net position - beginning 84,223 72,793 
Plan fiduciary net position - ending $ 87,107  $ 84,223 
Net Pension (Asset) - Beginning $(32,591) — $(23,556) 
Net Pension (Asset) - Ending $(33,961)  $(32,591) 
Plan fiduciary net position as a percentage of TPL 163.90% 163.12% 
Pensionable payroll $6,525 $6,355 
Net pension (asset) as a percentage of pensionable payroll (521)% (513)% 


Judges’ Retirement System 


Schedule of Employer Contributions! 
For the Fiscal Year Ended June 30 


(in thousands) 


2016 2015 

Contractually required contributions $1,786 $1,684 
Contributions made in relation to the 

contractually required contributions $1,786 $1,684 
Contribution deficiency/(excess) - - 
Covered-employee payroll $6,920 $6,525 
Contributions as a percentage of 

covered-employee payroll 26% 26% 


' Schedules are intended to present information for 10 years. Additional years will be displayed as they become available. 
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Judges’ Retirement System 
Notes to Required Supplementary Information 
For the Year Ended June 30, 2016 


Method and assumptions used in calculations of contractually determined contributions: The contractually 
required contribution rates are determined on an annual basis for the fiscal year beginning July 1, 2015, determined 
as of June 30, 2015. 


The following key methods and assumptions were used to determine the contractual contribution rates reported in 
that schedule: 


Timing ADC rates are calculated based on the actuarial valuation just prior to 
the beginning of the plan year 

Actuarial cost method Entry age 

Amortization method Level percentage of payroll, open 

Remaining amortization period 30 years 

Amortization growth rate 4.00% 

Asset valuation method 4-year smoothed market 

Inflation 3.00% 

Salary increases 4.00% 

Investment rate of return 7.75%, net of investment expense 

Mortality (healthy) Sex distinct RP-2000 combined mortality projected to 2015 using scale 
AA 


Changes of assumptions: No changes in assumptions or other inputs that affected the measurement date have been 
made since the prior measurement date. 


Required Supplementary Information 
State of Montana as an Employer Entity 


Highway Patrol Officers’ Retirement System 
Schedule of Changes in Net Pension Liability and Related Ratios ! 
For the Fiscal Year Ended June 30 


(dollars in thousands) 


Total Pension Liability (TPL) 

Service costs 

Interest 

Changes in benefits 

Difference between expected and actual experience 
Benefit payments 


Net change in total pension liability 
Total pension liability - beginning 


Total pension liability - ending 


Plan Fiduciary Net Position 
Contributions - employer 
Contributions - member 

Net investment income 
Benefit payments 
Administrative expense 


Net change in plan fiduciary net position 
Plan fiduciary net position - beginning 


Plan fiduciary net position - ending 


Net Pension Liability - Beginning 


Net Pension Liability - Ending 


Plan fiduciary net position as a percentage of TPL 
Pensionable payroll 
Net pension liability as a percentage of pensionable payroll 


2016 2015 
$ 3598 $ 3,464 
14,113 13,518 
1,856 : 
267 : 
(10,001) (9,443) 
$9,833 $7,539 
183,133 175,594 
$192,966 $183,133 
$ 5,840 $5,736 
1,624 1,458 
5,738 «18,677 
(10,001) (9,44) 
(144) (109) 

$ 3,057 $16,319 
126,010 109,691 
$129,067 $126,010 
$57,123 $65,903 
$63,899 $57,123 
67% 69% 
$14,549 $14,149 
439% 404% 


Highway Patrol Officers’ Retirement System 
Schedule of Employer Contributions ! 
For the Fiscal Year Ended June 30 


(dollars in thousands) 


2016 2015 

Contractually required contributions $6,161 $5,782 
Contributions in relation to the 

contractually required contributions 6,161 5,782 
Contribution deficiency/(excess) - - 
Covered-employee payroll $15,276 $14,549 
Contributions as a percentage of 

covered-employee payroll 40% 40% 


' Schedules are intended to present information for 10 years. Additional years will be displayed as they become available. 
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Notes to Required Supplementary Information 
Highway Patrol Officers’ Retirement System 
For the Year Ended June 30, 2016 


Method and assumptions used in calculations of contractually determined contributions: The contractually 
required contribution rates are determined on an annual basis for the fiscal year beginning July 1, 2015, determined 
as of June 30, 2015. 


The following key methods and assumptions were used to determine the contractual contribution rates reported in 
that schedule: 


Timing ADC rates are calculated based on the actuarial valuation just prior to 
the beginning of the plan year 

Actuarial cost method Entry age 

Amortization method Level percentage of payroll, open 

Remaining amortization period 30 years 

Asset valuation method 4-year smoothed market 

Amortization growth rate 4.00% 

Inflation 3.00% 

Salary increases 4.00% plus merit/seniority increases, where applicable 

Investment rate of return 7.75%, net of investment expense 

Mortality (healthy) Sex distinct RP-2000 Combined Mortality projected to 2015 using 
scale AA 


Changes of assumptions: No changes in assumptions or other inputs that affected the measurement date have been 
made since the prior measurement date. 
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Required Supplementary Information 
State of Montana as an Employer Entity 


Game Wardens’ and Peace Officers’ Retirement System 
Schedule of Changes in Net Pension Liability and Related Ratios ! 
For the Fiscal Year Ended June 30 
(dollars in thousands) 


2016 2015 

Total Pension Liability (TPL) 
Service costs $8,008 $7,850 
Interest 12,398 11,258 
Actual experience 731 
Benefit payments (5,352) (5,229) 

Net change in total pension liability $15,785 $13,879 
Total pension liability - beginning 153,864 139,985 
Total pension liability - ending $169,649 $153,864 
Plan Fiduciary Net Position 
Contributions - employer $4,088 $3,762 
Contributions - member 4,924 4,462 
Net investment income 6,435 20,069 
Benefit payments (5,352) (5,229) 
Administrative expense (200) (162) 

Net change in plan fiduciary net position $9,895 $22,902 
Plan fiduciary net position - beginning 138,743 115,841 
Plan fiduciary net position - ending $148,638 $138,743 
Net Pension Liability - Beginning $15,121 $24,144 
Net Pension Liability - Ending $21,011 $15,121 
Plan fiduciary net position as a percentage of TPL 87% 90% 
Pensionable payroll $44,885 $41,637 
Net pension liability as a percentage of pensionable payroll 47% 36% 


Game Wardens’ and Peace Officers’ Retirement System 
Schedule of Employer Contributions 
For the Fiscal Year Ended June 30 
(dollars in thousands) 


2016 2015 

Contractually required contributions $4,240 $4,040 
Contributions in relation to the 

contractually required contributions 4,240 4,040 
Contribution deficiency/(excess) - - 
Covered-employee payroll $47,108 $44,885 
Contributions as a percentage of 

covered-employee payroll 9% 9% 


' Schedules are intended to present information for 10 years. Additional years will be displayed as they become available. 
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Notes to Required Supplementary Information 
Game Wardens’ and Peace Officers’ Retirement System 
For the Year Ended June 30, 2016 


Method and assumptions used in calculations of contractually determined contributions: The contractually 
required contribution rates are determined on an annual basis for the fiscal year beginning July 1, 2015, determined 
as of June 30, 2015. 


The following key methods and assumptions were used to determine the contractual contribution rates reported in 
that schedule: 


Timing Actuarially determined contribution rates are calculated based on the 
actuarial valuation just prior to the beginning of the plan year 

Actuarial cost method Entry age 

Amortization method Level percentage of pay, open 

Remaining amortization period 30 years 

Amortization growth rate 4.00% 

Asset valuation method 4-year smoothed market 

Inflation 3.00% 

Salary increases 4.00% plus merit/seniority increases where applicable 

Investment rate of return 7.75%, net of investment expense 

Mortality (healthy) Sex distinct RP-2000 combined mortality projected to 2015 using scale 
AA 


Changes of assumptions: No changes in assumptions or other inputs that affected the measurement date have been 
made since the prior measurement date. 
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Required Supplementary Information 
State of Montana as an Employer Entity 


Public Employees’ Retirement System-Defined Benefit Retirement System 
Schedule of Proportionate Share of the Net Pension Liability ' 
For the Year Ended June 30 
(dollars in thousands) 


2016 2015 

Employer's proportion of the net pension liability 53.611080%  53.223780% 
Employer's proportionate share of the net pension liability $749,414 $663,174 
Employer's covered-employee payroll $620,286 $597,083 
Employer ’s proportionate share of the net pension liability 

as a percentage of its covered-employee payroll 121% 111% 
Plan fiduciary net position as a percentage of the total 

pension liability 78% 80% 


Public Employees’ Retirement System-Defined Benefit Retirement System 
Schedule of Employer Contributions ! 
For the Fiscal Year Ended June 30 
(dollars in thousands) 


2016 2015 
Contractually required contributions $59,073 $58,575 
Contributions in relation to the 
contractually required contributions 59,073 58,575 
Contribution deficiency/(excess) - - 


Covered-employee payroll $621,755 $620,286 
Contributions as a percentage of 
covered-employee payroll 10% 9% 


' Schedules are intended to present information for 10 years. Additional years will be displayed as they become available. 


Public Employees’ Retirement System-Defined Benefit Retirement System 
Notes to Required Supplementary Information 
For the Year Ended June 30, 2016 


Method and assumptions used in calculations of contractually determined contributions: The contractually 
required contribution rates are determined on an annual basis for the fiscal year beginning July 1, 2015, determined 
as of June 30, 2015. 


The following actuarial methods and assumptions were used to determine contractual contribution rates reported in 
that schedule: 


Timing Actuarially determined contribution rates are calculated based on the 
actuarial valuation just prior to the beginning of the plan year 

Actuarial cost method Entry age normal 

Amortization method Level percentage of payroll, open 

Remaining amortization period 30 years 

Amortization growth rate 4.00% 

Asset valuation method 4-year smoothed market 

Inflation 3.00% 

Salary increases 4.00% plus merit/seniority increases where applicable 

Investment rate of return 7.75%, net of investment expense 

Mortality (healthy) Sex distinct RP-2000 combined mortality projected to 2015 using scale 
AA 


Changes of assumptions: No changes in assumptions or other inputs that affected the measurement date have been 
made since the prior measurement date. 
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Required Supplementary Information 
State of Montana as a Nonemployer Entity 


Public Employees’ Retirement System-Defined Benefit Retirement System 
Schedule of Proportionate Share of the Net Pension Liability ' 
For the Year Ended June 30 
(dollars in thousands) 


2016 2015 
Nonemployer’s proportion of the net 
pension liability 0.956090% 0.961287% 
Nonemployer’s proportionate share of 
the net pension liability $13,365 $11,978 
Plan fiduciary net position as a 
percentage of the total pension liability 78% 80% 


Public Employees’ Retirement System-Defined Benefit Retirement System 
Schedule of Nonemployer Contributions 
For the Fiscal Year Ended June 30 
(dollars in thousands) 


2016 2015 
Contractually required contributions $30,800 $32,397 
Contributions in relation to the 
contractually required contributions 30,800 32,397 
Contribution deficiency/(excess) - 


' Schedules are intended to present information for 10 years. Additional years will be displayed as they become available. 


Public Employees’ Retirement System-Defined Benefit Retirement System 
Notes to Required Supplementary Information 
For the Year Ended June 30, 2016 


Method and assumptions used in calculations of contractually determined contributions: The contractually 
determined contribution rates are set forth by the Legislature and are contained within the Montana Code Annotated 


(MCA). The amounts used for the valuation as of the year ended June 30, 2015, are as follows: 


Special Funding 


The State contributes 0.1% of member compensation on behalf of local government entities per 


Section 19-3-319, MCA. 


The State contributes 0.37% of member compensation on behalf of school district entities per 


Section 19-3-319, MCA. 


Not Special Funding 


The State contributes a portion of Coal Severance Tax income and interest earnings from the Coal 


Trust Permanent Trust fund in accordance with Section 15-35-108, MCA. 


Changes of assumptions: No changes in assumptions or other inputs that affected the measurement date have been 


made since the prior measurement date. 


Required Supplementary Information 
State of Montana as an Employer Entity 


Sheriffs’ Retirement System 


Schedule of Proportionate Share of the Net Pension Liability ' 


For the Year Ended June 30 
(dollars in thousands) 


2016 2015 

Employer's proportion of the net pension liability 5.637055% 5.535% 
Employer's proportionate share of the net pension liability $5,434 $2,304 
Employer's covered-employee payroll $3,836 $3,580 
Employer ’s proportionate share of the net pension 

liability as a percentage of its covered-employee 

payroll 141% 64% 
Plan fiduciary net position as a percentage of the total 

pension liability 75% 87% 


Sheriffs’ Retirement System 
Schedule of Employer Contributions 
For the Fiscal Year Ended June 30 
(dollars in thousands) 


2016 ~=—.2015 

Contractually required contributions $389 $388 
Contributions in relation to the 

contractually required contributions 389 388 
Contribution deficiency/(excess) - - 
Covered-employee payroll $3,850 $3,836 
Contributions as a percentage of 

covered-employee payroll 10% 10% 


' Schedules are intended to present information for 10 years. Additional years will be displayed as they become available. 


Sheriffs' Retirement System 


Notes to Required Supplementary Information 


For the Year ended June 30, 2016 


Method and assumptions used in calculations of contractually determined contributions: The contractually 
required contribution rates are determined on an annual basis for the fiscal year beginning July 1, 2015, determined 
as of June 30, 2015. The following actuarial methods and assumptions were used to determine contractual 


contribution rates reported in that schedule: 


Timing Actuarially determined contribution rates are calculated based on the 
actuarial valuation just prior to the beginning of the plan year 

Actuarial cost method Entry age 

Amortization method Level percentage of payroll, open 

Remaining amortization period 30 years 

Amortization growth rate 4.00% 

Asset valuation method 4-year smoothed market 

Inflation 3.00% 

Salary increases 4.00% plus merit/seniority increases where applicable 

Investment rate of return 7.75%, net of investment expense 

Mortality (healthy) Sex distinct RP-2000 combined mortality projected to 2015 using scale 
AA 


Changes of assumptions: No changes in assumptions or other inputs that affected the measurement date have been 


made since the prior measurement date. 
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Required Supplementary Information 
State of Montana as a Nonemployer Contributing Entity 


Municipal Peace Officers’ Retirement System 
Schedule of Proportionate Share of the Net Pension Liability ' 
For the Year Ended June 30 
(dollars in thousands) 


2016 2015 
Nonemployer’s proportion of the net pension liability 66.954111%  66.888728% 
Nonemployer’s proportionate share of the net pension 
liability $110,756 $105,106 
Plan fiduciary net position as a percentage of the total 
pension liability 67% 67% 


Municipal Peace Officers’ Retirement System 
Schedule of Nonemployer Contributions ! 
For the Fiscal Year Ended June 30 
(dollars in thousands) 


2016 2015 
Contractually required contributions $13,752 $13,433 
Contributions in relation to the 


contractually required contributions 13,752 13,433 
Contribution deficiency/(excess) - - 


' Schedules are intended to present information for 10 years. Additional years will be displayed as they become available. 


Municipal Peace Officers’ Retirement System 
Notes to Required Supplementary Information 
For the Year Ended June 30, 2016 


Method and assumptions used in calculations of contractually determined contributions: The contractually 
determined contribution rates are set forth by the Legislature and are contained within the Montana Code Annotated 


(MCA). The amounts used for the valuation as of the year ended June 30, 2015, are as follows: 


The State contributes 29.37% of member compensation on behalf of all employer entities per Section 19-9- 


702, MCA. 


Changes of assumptions: No changes in assumptions or other inputs that affected the measurement date have been 


made since the prior measurement date. 


Required Supplementary Information 
State of Montana as an Employer Entity 


Firefighters’ Unified Retirement System 


Schedule of Proportionate Share of the Net Pension Liability ' 


For the Year Ended June 30 
(dollars in thousands) 


2016 2015 

Employer's proportion of the net pension liability 2.399255%  1.850026% 
Employer's proportionate share of the net pension liability $2,454 $1,806 
Employer's covered-employee payroll $986 $735 
Employer ’s proportionate share of the net pension liability 

as a percentage of its covered-employee payroll 249% 245% 
Plan fiduciary net position as a percentage of the total 

pension liability 77% 77% 


Firefighters’ Unified Retirement System 
Schedule of Employer Contributions ! 
For the Fiscal Year Ended June 30 
(dollars in thousands) 


2016 2015 
Contractually required contributions $475 $142 
Contributions in relation to the 
contractually required contributions 475-142 


Contribution deficiency/(excess) - - 


Covered-employee payroll $974 $986 
Contributions as a percentage of 
covered-employee payroll 49% 14% 


' Schedules are intended to present information for 10 years. Additional years will be displayed as they become available. 


Firefighters’ Unified Retirement System 


Notes to Required Supplementary Information 


For the Year Ended June 30, 2016 


Method and assumptions used in calculations of contractually determined contributions: The contractually 
required contribution rates are determined on an annual basis for the fiscal year beginning July 1, 2015, determined 
as of June 30, 2015. The following actuarial methods and assumptions were used to determine contractual 
contribution rates reported in that schedule: 


Timing 


Actuarial cost method 
Amortization method 
Remaining amortization period 
Amortization growth rate 
Asset valuation method 
Inflation 

Salary increases 

Investment rate of return 
Mortality 


Actuarially determined contribution rates are calculated based on the 
actuarial valuation just prior to the beginning of the plan year 

Entry age normal 

Level percentage of payroll, open 

30 years 

4.00% 

4-year smoothed market 

3.00% 

4.00% plus merit/seniority increases where applicable 

7.75%, net of pension plan investment expense, and including inflation 
Sex distinct RP-2000 combined mortality projected to 2015 using scale 
AA 


Changes of assumptions: No changes in assumptions or other inputs that affected the measurement date have been 
made since the prior measurement date. 
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Required Supplementary Information 
State of Montana as a Nonemployer Contributing Entity 


Firefighters’ Unified Retirement System 
Schedule of Proportionate Share of the Net Pension Liability ' 
For the Year Ended June 30 


(dollars in thousands) 


2016 2015 


Nonemployer’s proportion of the net pension liability 67.358196%  68.005182% 
Nonemployer’s proportionate share of the net pension 


liability $68,892 $66,384 
Plan fiduciary net position as a percentage of the total 
pension liability 77% 77% 


Firefighters’ Unified Retirement System 
Schedule of Nonemployer Contributions ! 
For the Fiscal Year Ended June 30 
(dollars in thousands) 


2016 2015 
Contractually required contributions $13,635 $13,573 


Contributions in relation to the 
contractually required contributions 13,635 13,573 


Contribution deficiency/(excess) 


' Schedules are intended to present information for 10 years. Additional years will be displayed as they become available. 


Firefighters’ Unified Retirement System 
Notes to Required Supplementary Information 
For the Year Ended June 30, 2016 


Method and assumptions used in calculations of statutorily determined contributions: The statutorily determined 
contribution rates are set forth by the Legislature and are contained within the Montana Code Annotated (MCA). The 


amounts used for the valuation as of the year ended June 30, 2015, are as follows: 


The State contributes 32.61% of member compensation on behalf of all employer entities per Section 19-13- 


604, MCA. 


Changes of assumptions: No changes in assumptions or other inputs that affected the measurement date have been 


made since the prior measurement date. 
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Required Supplementary Information 
State of Montana as a Nonemployer Contributing Entity 


Volunteer Firefighters’ Compensation Act 
Schedule of Proportionate Share of the Net Pension Liability ' 
For the Year Ended June 30 
(dollars in thousands) 


2016 2015 

Nonemployer’s proportion of the net pension liability 100% 100% 
Nonemployer’s proportionate share of the net pension 

liability $10,504 — $5,089 
Plan fiduciary net position as a percentage of the total 

pension liability 76% 87% 


Volunteer Firefighters’ Compensation Act 
Schedule of Nonemployer Contributions ! 
For the Fiscal Year Ended June 30 
(dollars in thousands) 


2016 2015 
Contractually required contributions $2,024 $1,913 
Contributions in relation to the 
contractually required contributions 2,024 1,913 
Contribution deficiency/(excess) - - 


' Schedules are intended to present information for 10 years. Additional years will be displayed as they become available. 


Volunteer Firefighters’ Compensation Act 
Notes to Required Supplementary Information 
For the Year Ended June 30, 2016 


Method and assumptions used in calculations of actuarially determined contributions: The statutorily determined 
contribution rates are set forth by the Legislature and are contained within the Montana Code Annotated (MCA). The 
amounts used for the valuation as of the year ended June 30, 2015, are as follows: 


The State contributes 5% of certain fire tax insurance premiums paid per Section 19-17-301, MCA. 


Changes of assumptions: No changes in assumptions or other inputs that affected the measurement date have been 
made since the prior measurement date. 
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Required Supplementary Information 
State of Montana as an Employer Entity 


Teachers’ Retirement System 
Schedule of Proportionate Share of the Net Pension Liability ' 
For the Year Ended June 30 
(dollars in thousands) 


2016 2015 

Employer's proportion of the net pension liability 3.422388%  4.689747% 
Employer's proportionate share of the net pension liability $56,230 $72,168 
Employer's covered-employee payroll $31,252 $32,937 
Employer ’s proportionate share of the net pension liability 

as a percentage of its covered-employee payroll 179% 219% 
Plan fiduciary net position as a percentage of the total 

pension liability 69% 70% 


Teachers’ Retirement System 
Schedule of Employer Contributions ! 
For the Fiscal Year Ended June 30 
(dollars in thousands) 


2016 2015 
Contractually required contributions $16,946 $16,234 
Contributions in relation to the 
contractually required contributions 16,946 16,234 
Contribution deficiency/(excess) - - 


Covered-employee payroll $28,915 $31,252 
Contributions as a percentage of 
covered-employee payroll 58% 52% 


' Schedules are intended to present information for 10 years. Additional years will be displayed as they become available. 


Teachers’ Retirement System 
Notes to Required Supplementary Information 
For the Year Ended June 30, 2016 


Changes of assumptions: The following changes in assumptions or other inputs that affected the 
measurement date have been made since the prior measurement date: 


Correctly reflect the proportion of members that are assumed to take a refund of contributions upon 
termination and appropriately reflect the three year COLA deferral period for Tier 2 members. 

The 0.63% load applied to the projected retirement benefits of the university members “to account 
for larger than average annual compensation increases observed in the years immediately preceding 
retirement” should not be applied to benefits expected to be paid to university members on account 
of death, disability and termination (prior to retirement eligibility). 

The actuarial valuation should be updated so that the assumed rate of retirement for university 
members at age 60 is 8.50% as stated in the actuarial valuation report. 

The actuarial valuation should be updated to reflect the fact that vested terminations are only covered 
by the $500 death benefit for the one year following their termination and, once again when the 
terminated members commences their deferred retirement annuity (they are not covered during the 
deferral period). Additionally, only the portion of the terminated members that are assumed to 
“retain membership in the TRS” should be covered by the $500 death benefit after termination. 


Method and assumptions used in calculations of actuarially determined contributions: The actuarially determined 
contribution rates are determined on an annual basis for the fiscal year beginning July 1, 2015, determined as of June 


30, 2015. 


The following actuarial methods and assumptions were used to determine actuarial contribution rates reported in that 
schedule: 


Actuarial cost method Entry age 

Amortization method Level percentage of pay, open 

Remaining amortization period 26 years 

Asset valuation method 4-year smoothed market 

Inflation 3.25% 

Salary increase 4.00% to 8.51% percent, including inflation for Non- University 
Members and 5.00% for University Members 

Investment rate of return 7.75%, net of pension plan investment expense, and including inflation 


Required Supplementary Information 
State of Montana as a Nonemployer Contributing Entity 


Teachers’ Retirement System 
Schedule of Proportionate Share of the Net Pension Liability ' 
For the Year Ended June 30 
(dollars in thousands) 


2016 2015 
Nonemployer’s proportion of the net pension liability 39.384625%  38.777294% 
Nonemployer’s proportionate share of the net pension 


liability $647,092 $596,724 
Plan fiduciary net position as a percentage of the total 
pension liability 69% 70% 


Teachers’ Retirement System 
Schedule of Nonemployer Contributions ! 
For the Fiscal Year Ended June 30 
(dollars in thousands) 


2016 2015 
Contractually required contributions $42,400 $42,806 
Contributions in relation to the 
contractually required contributions 42,400 42,806 
Contribution deficiency/(excess) - 


' Schedules are intended to present information for 10 years. Additional years will be displayed as they become available. 


Teachers’ Retirement System 
Notes to Required Supplementary Information 
For the Year Ended June 30, 2016 


Method and assumptions used in calculations of contractually determined contributions: The contractually required 
contribution rates are set forth by the Legislature and are contained within the Montana Code Annotated (MCA). The 
amounts used for the valuation as of the year ended June 30, 2015, are as follows: 


The State contributes 0.11% of the compensation of members participating per Section 19-20-604, MCA. 


The State contributes 2.38% of member compensation on behalf of school district and community college 
entities per Section 19-20-607, MCA. 


The State contributes a $25 million payment from the General Fund per Section 19-20-607, MCA. 


Changes of assumptions: No changes in assumptions or other inputs that affected the measurement date have been 
made since the prior measurement date. 
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REQUIRED SUPPLEMENTARY INFORMATION 


NOTE RSI - 3. OTHER POSTEMPLOYMENT BENEFITS PLAN INFORMATION (OPEB) 


The State of Montana and MUS OPEB plans allow retirees to participate, as a group, at a rate that does not cover all of 
the related costs. This results in the reporting of an “implied rate” subsidy in the related financial statements and 
footnotes. While this liability is disclosed for financial statement purposes, it does not represent a legal liability of the 
State or any of its component units. 


In accordance with GASB Statement No. 45, the following information is presented to reflect the funding progress of 


the Other Postemployment Benefits Plans. 


Other Postemployment Benefits Plan Information 


Schedule of Funding Progress 


(in thousands) 


Actuarial UAAL as 
Actuarial Accrued Annual Percentage 
Actuarial Value of Liability(AAL) Unfunded Funded Covered of Covered 
Valuation Assets Entry Age (UAAL) Ratio Payroll Payroll 
Date (a) (b) (b-a) (alb) (c) ((b-a)Ic) 
State Agent Multiple Employer Plan 
1/1/2011 $- $337,274 $337,274 0.00% $521,881 64.63% 
1/1/2013 $- $366,739 $366,739 0.00% $616,158 59.52% 
1/1/2015 $- $347,935 $347,935 0.00% $645,888 53.87% 
MUS Agent Multiple Employer Plan 
7/1/2011 $- $191,017 $191,017 0.00% $371,802 51.38% 
7/1/2013 $- $114,498 $114,498 0.00% $400,017 28.62% 
7/1/2015 $- $110,494 $110,494 0.00% $416,565 26.50% 


B-193 


REQUIRED SUPPLEMENTARY INFORMATION 
NOTE RSI - 4. RISK MANAGEMENT TREND INFORMATION 


The following tables present risk management trend information for the Hail Insurance Fund and the MUS Group Benefits 
Fund. The Hail Insurance Fund pays claims within a calendar year cycle that parallels the growing season from spring 
planting to fall harvesting; therefore, it has no development cycle. The MUS Group Benefits Fund has a three to five-year 
development cycle. 


The tables illustrate how the earned revenues (net of reinsurance) of the funds and their investment income compare to 
related costs of loss (net of loss assumed by reinsurers) and other expenses assumed by the funds as of the end of the fiscal 
year (in thousands). Section 3 shows the funds’ incurred claims and allocated claim adjustment expense (both paid and 
accrued) as originally reported at the end of the first year in which the event that triggered coverage under the contract 
occurred. Section 4 shows the cumulative amounts paid as of the end of successive years for each policy year. Section 6 
shows how each policy year's incurred claims increased or decreased as of the end of successive years. This annual re- 
estimation results from new information received on known claims, reevaluation of existing information on known claims, 
as well as emergence of new claims not previously known. Section 7 compares the latest re-estimated incurred claims 
amount to the amount originally established (Section 3) and shows whether this latest estimate of claims cost is greater or 
less than originally thought. As data for individual policy years mature, the correlation between original estimates and re- 
estimated amounts is commonly used to evaluate the accuracy of incurred claims currently recognized in less mature policy 
years. This table will be revised as data for successive policy years develops. 
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STATE OF MONTANA 
NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS 
FOR THE FISCAL YEAR ENDED JUNE 30, 2016 


Note 1. Summary of Significant Accounting Policies 


Basis of Presentation 


The accompanying Schedule of Expenditures of Federal Awards includes the federal 
award activity of the state of Montana under programs of the federal government for the 
fiscal year ended June 30, 2016. The information in this schedule is presented in 
accordance with the requirements of Title 2 U.S. Code of Federal Regulations Part 200, 
Uniform Administrative Requirements, Cost Principles, and Audit Requirements for 
Federal Awards (referred to as the “Uniform Guidance”), and where applicable, Office of 
Management and Budget Circular A-133 requirements. 


Because this schedule presents only a selected portion of the operations of the state of 
Montana, it is not intended to, and does not present, the financial positions, change in 
net assets, or cash flows of the state. 


Significant Accounting Policies 


Expenditures shown on the Schedule of Expenditures of Federal Awards are reported 
on the modified accrual basis of accounting, except as noted below. Under the 
modified accrual basis of accounting, expenditures are recorded in the accounting 
period in which the liability is incurred. 


Such expenditures are recognized following the cost principles contained in the Uniform 
Guidance, OMB Circular A-87, or other costs circulars wherein certain types of 
expenditures are not allowed or are limited as to reimbursement. Negative amounts 
shown on the schedule represent adjustments or credits made in the normal course of 
business to amounts reported as expenditures in prior years. 


The Unemployment Insurance, Section 8 Voucher, and Section 8 Project-Based 
programs are accounted for as enterprise fund activity. Enterprise funds use the full 
accrual basis of accounting. 


Loan and Loan Guarantees (Note 2), Federal Excess Personal Property (Note 6), and 
the Department of Defense Firefighting Property (Note 7) are presented on the basis of 
accounting described in each note. The Books for the Blind and Physically 
Handicapped Program (Note 8) is not presented on the Schedule of Expenditures of 
Federal Awards but is provided as additional information regarding the types of 
donations received by the state as part of this federal program. 


The state of Montana did not elect to use the 10% de minimis indirect cost rate allowed 
under the Uniform Guidance. 
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Food Distribution Program 


The amount reported for Food Distribution programs (CFDA #10.555, #10.565, #10.567, 
#10.569, and #93.053) represents the dollar value of food commodities distributed to 
eligible recipients during the year. The U.S. Department of Agriculture provides the 
current value of the commodities used by the state to compute the amount reported. 
The amount of funds received to administer the program is also included in the reported 
amount. Montana also distributes food commodities to other states in the western 
region of the United States. During fiscal year 2016, Montana distributed $1,040,625 of 
food commodities under CFDA #10.567 to other states. 


The state of Montana distributed $10,647,333 in commodities in fiscal year 2016. The 
value at June 30, 2016 of commodities stored at the state’s warehouse is $1,882,775, 
for which the state is liable in the event of loss. The state has insurance to cover this 
liability. 


Minority Health and Health Disparities Research 


The amount reported for the Minority Health and Health Disparities Research Program 
(CFDA #93.307) includes endowment funds of $9,375,000, along with interest earned 
on the endowment. The entire endowment amount is reported as expended each year, 
as the funds are restricted for the life of the endowment. 


Immunization Cooperative Agreements 


The amount reported for the Immunization Cooperative Agreements (CFDA #93.268) 
includes the dollar value of vaccine doses received during fiscal year 2016. The state 
used the Centers for Disease Control’s price list to calculate the value of doses 
received. During fiscal year 2016, Montana received 172,687 vaccine doses valued at 
$10,328,582. 


Note 2. Loan and Loan Guarantee Programs 


The following loan and loan guarantee programs are reported on the Schedule of 
Expenditures of Federal Awards at their July 1, 2015 beginning loan balance plus the 
amount of any interest subsidy, cash, or administrative cost allowance received during 
fiscal year 2016: 


Federal Loan/Loan Guarantee Program FY 2016 Ending 
CFDA# : 
State Revolving Loans Balance 
66.458 Capitalization Grants for Clean Water State Revolving Funds $ 267,269,399 


66.468 Capitalization Grants for Drinking Water State Revolving Funds $ 132,076,760 


Total Loan Programs $ 399,346,159 


CEDA# Federal Loan/Loan Guarantee Program FY 2016 Ending 
Student Financial Assistance Balance 

84.032 Federal Family Education Loans $71,330,772 
84.038 Federal Perkins Loan Program $31,718,993 
93.364 Nursing Student Loans $2,166,740 
93.264 Nurse Faculty Loan Program $17,721 
93.342 Health Professions Student Loans $148,150 

Total Loan Programs $105,382,376 


Economic Adjustment Assistance Program 


The Economic Adjustment Assistance Program (CFDA #11.307) is reported on the 
Schedule of Expenditures of Federal Awards at its June 30, 2016 ending loan balance. 
The amount of loans outstanding as of June 30, 2016 is $3,202,401. 


The following loans, originally funded through federal programs, do not have any 
continuing federal compliance requirements imposed on the state, other than the loan 
repayments. These loans are not reported on the Schedule of Expenditures of Federal 
Awards: 


Tongue River —Northern Cheyenne Tribal Loan 


The Northern Cheyenne Tribe and the Department of Natural Resources and 
Conservation entered into an agreement on July 1, 1994 in which the tribe agreed to 
loan the state of Montana $11,300,000 of federal funds appropriated as part of the 
Northern Cheyenne Indian Reserved Water Rights Settlement. The loan is to assist the 
state in financing costs of the Tongue River Dam project. No expenditures of tribal loan 
funds were incurred on project costs during fiscal year 2016. The amount of the loan 
outstanding as of June 30, 2016 is $6,374,359. 


Middle Creek Dam Rehabilitation Project Loan 


The Department of Natural Resources and Conservation and the U.S Department of the 
Interior, Bureau of Reclamation (BOR), entered into an agreement on September 21, 
1990. The BOR agreed to loan the state of Montana “...a sum of money not to exceed 
the lesser of (1) $3,023,925 plus reimbursable interest during construction, or (2) the 
actual cost of the project, including reimbursable interest during construction...” The 
total loan repayable is $2,990,129, and reimbursable interest during construction is 
$281,857. As of June 30, 2016, the loan outstanding is $2,019,679, and reimbursable 
interest during construction is $180,279. 
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Note 3. Type A Federal Programs 


The State of Montana issues a biennial single audit report. The Montana Single Audit 
report for the two fiscal years ended June 30, 2017 will be issued by March 31, 2018. 


The Type A program threshold will be determined based on actual expenditures 
incurred during the two fiscal years ended June 30, 2017. 


Note 4. CFDA Number 


The CFDA number assigned for each federal program listed in the Schedule of 
Expenditures of Federal Awards is based upon agency agreements with the federal 
government and the Catalog of Federal Domestic Assistance in effect during the audit 
period. 


The complete CFDA number is a five-digit number, where the first two digits represent 
the federal agency and the second three digits represent the program. Programs not 
assigned a CFDA number in the Catalog of Federal Domestic Assistance were 
assigned a CFDA number in the format **.UXX or **. RD. Also refer to Note 12. 


Note 5. Research and Development Grants 


Research and Development includes all research activities, both basic and applied, and 
all development activities that are performed by a non-federal entity. Research is 
defined as a systematic study directed toward fuller scientific knowledge or 
understanding of the subject studied. The term research also includes activities 
involving the training of individuals in research techniques, where such activities utilize 
the same facilities as other research and development activities, and where such 
activities are not included in the instruction function. Development is the systematic use 
of knowledge and understanding gained from research directed toward the production 
of useful materials, devices, systems, or methods, including design and development of 
prototypes and processes. Federal awards that meet the research and development 
criteria are listed in the Research and Development Cluster. 


Note 6. Federal Excess Personal Property 


The state of Montana receives Federal Excess Personal Property (FEPP). The title to 
this property remains with the federal agency. In accordance with General Services 
Administration guidelines, the amounts are presented at fair market value at the time of 
receipt by the state, which is determined to be 22.47% of the original acquisition cost of 
the property. 


Property received under the federal Conservation Research and Development Program 
(CFDA #81.RD) is shown at its fair market value at the time of receipt. 


The following is a list of the FEPP received by the state of Montana during fiscal year 
2016. The negative amount reflects property sold (title transferred at public sale) or 
other disposition. 
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CFDA # Program FY 16 FY 16 Ending 
Amount Inventory 
10.203 Agricultural Experiment Stations $0 $123,236 
10.500 Cooperative Extension Service $0 $3,039 
10.664 Cooperative Forestry Assistance ($296,953) $4,751,147 
10.UXX Agriculture Miscellaneous — Non-major $0 $131,341 
39.003 General Services Administration ($1,066) $78,179 
81.RD Conservation Research and Development $2,780 $5,150 
43.UXX NASA Miscellaneous — Non-major $0 $640,395 
47.UXX NSF Miscellaneous — Non-major $0 $184,639 


Note 7. Department of Defense Firefighting Property 


The Department of Natural Resources and Conservation (DNRC) receives Department 
of Defense Firefighting Property (FFP). The title to this property is transferred to the 
DNRC. In accordance with General Services Administration guidelines, the amounts 
are presented at fair market value at the time of receipt by DNRC, which is determined 
to be 22.47% of the original acquisition cost of the property. The following is the value 
of FFP received by the state of Montana during fiscal year 2016. 


CFDA# Program FY 16 FY 16 Ending 
Amount Inventory 
12.UXX DOD Firefighter Program $269,450 $2,341,811 


Note 8. Books for the Blind and Physically Handicapped 


The Montana State Library receives “talking book” machines, cassette books, 
accessories, and magazines from the federal government under the Books for the Blind 
and Physically Handicapped Program (CFDA #42.001). These items are then 
distributed to provide library services to blind and physically handicapped individuals. 
The federal government retains title to these items. The approximate value of the items 
in inventory (not distributed to individuals) at June 30, 2016 was $943,278. 


Since this program is considered a federal “use of equipment” agreement, the 
accompanying Schedule of Expenditures of Federal Awards does not include this 
amount. 


Note 9. Unemployment Benefits 


The unemployment compensation system is a federal-state partnership. State 
unemployment insurance laws must conform to certain provisions of the federal law. 
Federal funds are expended for administrative costs. State unemployment taxes must 
be deposited into a state account in the Federal Unemployment Trust Fund and are 
used only to pay benefits. State Unemployment Insurance (UI) funds, as well as federal 
funds, are included on the Schedule of Expenditures of Federal Awards. 
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The following schedule provides a breakdown of the state and federal portions of the 
total expenditures recorded for the Unemployment Insurance Program (CFDA #17.225). 


State Ul Expenditures $112,639,696 
Federal Ul Expenditures 17,237,706 
Total $129,877 ,402 


Note 10. Subgrants to State Agencies 


Federal assistance transferred from one Montana state agency to another Montana 
state agency is shown only once on the Schedule of Expenditures of Federal Awards. 


Federal assistance received from non-state sources, which are considered subgrants by 
the awarding agency, are treated as pass-through grants to the state. These pass- 
through awards are listed below the direct federal awards reported on the Schedule of 
Expenditures of Federal Awards. Pass-through grant numbers are included for those 
awards that were assigned an identifying number. 


Note 11. Subgrants to Non-State Agencies 


Federal assistance transferred from a Montana state agency or university to a non-state 
agency, such as a city, county, tribal government, or nonprofit organization, is identified 
in the Amount to Subrecipients column shown in the Schedule of Expenditures of 
Federal Awards. 


Note 12. Federal Awards not having a CEDA Number 


The following schedules contain contract or grant numbers associated with awards that 
did not have a CFDA number and were assigned either a **.UXX or **.RD number in the 
Schedule of Expenditures of Federal Awards. Not all **.UXX or **.RD awards reported 
on the SEFA had a grant or contract number. Also refer to Note 4. 


Federal Agency 


DEPARTMENT OF AGRICULTURE 


DEPARTMENT OF DEFENSE 


DEPARTMENT OF EDUCATION 


DEPARTMENT OF ENERGY 


12.U01 


84.U01 


81.U01 
81.U02 


Schedule of Unknown Federal CFDA Numbers (**.UXX) 


State Agency 


Montana State University - Bozeman 


58-0510-4-039 N 7600043373 


University of Montana - Montana Tech 
Department of Fish, Wildlife and Parks 


Contract or Grant Number 


13-CS-11015600-057 


12-CS-11015600-054 
09-PA-11011110-033 
10-PA-11011100-041 
11-CS-11010300-003 
11-CS-11011000-037 
11-CS-11011600-040 
11-PA-11010200-050 
12-CS-11011000-047 
12-CS-11011000-063 
12-CS-11011500-006 
12-PA-11011600-040 
13-CS-11011000-004 
13-CS-11011100-008 
13-CS-11011500-016 
13-PA-11010800-005 
13-PA-11011100-012 
14-CS-11011200-013 
14-PA-11010200-044 
15-CS-11011100-070 


Department of Natural Resources and Conservation 


Department of Natural Resources and Conservation 


Office of Public Instruction 


Department of Environmental Quality 
Department of Natural Resources and Conservation 


DEPARTMENT OF HEALTH AND HUMAN SERVICES 


DEPARTMENT OF TREASURY 


LIBRARY OF CONGRESS 


OTHER FEDERAL 


93.U01 


21.U01 
21.U02 


42.U01 


99.U01 


Department of Public Health and Human Services 


Department of Administration 
Department of Commerce 


Montana Historical Society 


Judicial Branch 


Challenge Cost Share Agreement 13-CS-11011000-047 


Project Financia 
Project Financia 
Project Financia 
Project Financia 
Project Financia 
Project Financia 
Project Financia 
Project Financia 
Project Financia 
Project Financia 


Plan 12-Fl-11010800-012 
Plan 12-Fl-11011100-049 
Plan 12-Fl-11011200-022 
Plan 12-Fl-11011600-003 
Plan 12-Fl-11015200-015 
Plan 13-Fl-11011400-013 
Plan 13-Fl-11011600-045 
Plan 13-Fl-11015200-007 
Plan 14-Fl-11011400-011 


Plan 15-Fl-11010200-001 


Unknown 


ED-IES-14-C-0086 


Unknown 
Unknown 


CPSC-W-15-0022 


Unknown 


PL110-161:95X1350 


Unknown 


SJI-15T-039 
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Amount 


1,007.00 
5,958.00 
2,500.00 
3,175.00 

10,898.00 
(3,682.00) 
20,706.00 
38,685.00 
5,715.00 
62,388.00 
(1,505.00) 
10,191.00 
560.00 
37,107.00 
2,735.00 
2,607.00 
652.00 
104,228.00 
40,886.00 
19,600.00 
2,496.00 
34,835.00 
2,175.00 
2,183.00 
628.00 
1,935.00 
32,701.00 
1,000.00 
348.00 
396.00 
2,556.00 
224.00 


453,477.00 


99,658.00 


3,721.00 
5,701.00 


2,250.00 


892.00 
1,931.00 


5,685.00 


32,320.00 
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Schedule of Unknown Federal CFDA Numbers for Research and Development Awards (**.RD) 


Federal Agency 


DEPARTMENT OF AGRICULTURE 
10.RD 


DEPARTMENT OF DEFENSE 
12.RD 


DEPARTMENT OF ENERGY 
81.RD 


DEPARTMENT OF HEALTH AND HUMAN SERVICES 
93.RD 


DEPARTMENT OF STATE 
19.RD 

DEPARTMENT OF THE INTERIOR 
15.RD 


ENVIRONMENTAL PROTECTION AGENCY 
66.RD 


State Agency 


University of Montana - Montana Tech 


Montana State University - Bozeman 


University of Montana - Missoula 


Montana State University - Bozeman 


University of Montana - Montana Tech 


Montana State University - Bozeman 


Department of Fish, Wildlife and Parks 


University of Montana - Missoula 
University of Montana - Montana Tech 


Department of Public Health and Human Services 


University of Montana - Missoula 


University of Montana - Missoula 


University of Montana - Montana Tech 


Montana State University - Bozeman 


University of Montana - Missoula 


NATIONAL AERONAUTICS AND SPACE ADMINISTRATION 


43.RD 


University of Montana - Missoula 


Contract or Grant Number 


05-CS-11010800-010 
07-CS-11015600-099 
2306801 
PO# 0000000666 
Unknown 


P010200731 
W9128F-14-2-0002 TO 0011 
W9128F-14-2-0002 TO 0016 
W9128F-14-2-0002, TO 0001 
W9128F-14-2-0002, TO 0002 
W9128F-14-2-0002. TO 0004 
W9128F-14-2-0002. TO 0005 
W9128F-14-2-0002. TO 0006 

080415-MILTECH 

ARI 10779-3 

PO: S15FNC204 
PO10169067 
S-111-024-001 
$2-14-0006-02 
S-875-040-009 
WBSC 7255-MSU 
Unknown 


1340328 
1562069 
1663302 
60312 
CR19476-429182 
DE-ACO2-05CH11231 
DE-ACO7-051D14517 
ARI 11051-1 
ARI11138-1 
ODFW AGREEMENT #323-14 
Unknown 


K-002052 
151PA1518046 
211-2014-59580 


BHSIS State Agreement REF# 283-07-4803 SAMSHA 
DASIS State Agreement with SAMSHA 


USIEF/OSI/2012/04 


CHECK #1003 
P13AC00618 
G15PX00943 
H1200090004 
H1580070001 
P14AC00408 
2014-08 
Unknown 


36-3428665 
1422120 


£99044M0 
NNX11AF18G 


Amount 


10,189.00 
24,326.00 
4,834.00 
36,342.00 
367,888.00 


76.00 
557,920.00 
34,234.00 
2,378,288.00 
408,673.00 
94,903.00 
479,095.00 
350,844.00 
60,000.00 
19,368.00 
174,081.00 
5,021.00 
209.00 
152,832.00 
83.00 
14,323.00 
237,807.00 


74,852.00 
70,247.00 
39,009.00 
6,365.00 

(1,171.00) 
54,429.00 
31,594.00 
190.00 
8,162.00 
5,648.00 
2,780.00 


35,647.00 
15,501.00 
54,642.00 
65,688.00 
29,752.00 


(1,655.00) 


2,494.00 
2,439.00 
5,979.00 

16,210.00 
67,334.00 
(21,601.00) 
30,798.00 
77,976.00 


12,580.00 
112,352.00 


28,558.00 
223.00 
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LEGISLATIVE AUDIT DIVISION 


"TH 


Deputy Legislative Auditors 
Cindy Jorgenson 
Joe Murray 


Angus Maciver, Legislative Auditor 
Deborah F. Butler, Legal Counsel 


INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE FOR EACH 


Major FEDERAL PROGRAM AND ON INTERNAL CONTROL OVER 
COMPLIANCE REQUIRED BY THE UNIFORM GUIDANCE 


The Legislative Audit Committee 
of the Montana State Legislature: 


Report on Compliance for Each Major Federal Program 
We have audited the state of Montana’s compliance with the types of compliance requirements 
described in the OMB Compliance Supplement that could have a direct and material effect on each of 
the state of Montana’s major federal programs for the two fiscal years ended June 30, 2017. The state 
of Montana’s major federal programs are identified in the summary of auditor’s results section of the 
accompanying Schedule of Findings and Questioned Costs. 


Management’s Responsibility 
Management is responsible for compliance with federal statutes, regulations, and the terms and 
conditions of its federal awards applicable to its federal programs. 


Auditor's Responsibility 

Our responsibility is to express an opinion on compliance for each of state of Montana’s major federal 
programs based on our audit of the types of compliance requirements referred to above. We conducted 
our audit of compliance in accordance with auditing standards generally accepted in the United 
States of America; the standards applicable to financial audits contained in Government Auditing 
Standards, issued by the Comptroller General of the United States; and the audit requirements of Title 
2 US. Code of Federal Regulations Part 200, Uniform Administrative Requirements, Cost Principles, 
and Audit Requirements for Federal Awards (Uniform Guidance). Those standards, and the Uniform 
Guidance, require that we plan and perform the audit to obtain reasonable assurance about whether 
noncompliance with the types of compliance requirements referred to above that could have a direct 
and material effect on a major federal program occurred. An audit includes examining, on a test basis, 
evidence about the state of Montana’s compliance with those requirements and performing such other 
procedures as we considered necessary in the circumstances. 


Room 160 ¢ State Capitol Building * PO Box 201705 * Helena, MT * 59620-1705 
Phone (406) 444-3122 * FAX (406) 444-9784 ¢ E-Mail lad@mt.gov 
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We believe that our audit provides a reasonable basis for our opinion on compliance for each major 
federal program. However, our audit does not provide a legal determination of the state of Montana’s 


compliance. 


Basis for Qualified Opinion on Medicaid Cluster 

As described in Findings 2017-014, 2017-017, and 2017-019 in the accompanying Schedule of 
Findings and Questioned Costs, the state of Montana did not comply with requirements regarding the 
following: 


| Finding# = CFDA # Cluster Name Compliance Requirement 
2017-002 Cash Management 


Allowable Costs/Cost 
pee Medicaid Cluster Principles 
2017-017 : ay 
2017-019 Special Tests and Provisions 


Compliance with such requirements is necessary, in our opinion, for the state of Montana to comply 


with the requirements applicable to that program. 


Qualified Opinion on Medicaid Cluster 
In our opinion, except for the noncompliance described in the Basis for Qualified Opinion on Medicaid 
Cluster paragraph, the state of Montana complied, in all material respects, with the compliance 
requirements referred to above that could have a direct and material effect on the Medicaid Cluster for 
the two fiscal years ended June 30, 2017. 


Basis for Qualified Opinion on Highway Planning and Construction Cluster 
As described in Findings 2017-002, 2017-009, 2017-010, and 2017-028 in the accompanying Schedule 
of Findings and Questioned Costs, the state of Montana did not comply with requirements regarding 


the following: 


| Finding# = CFDA # Cluster Name Compliance Requirement 


2017-002 
h M 


20.205 Highway Planning and 
2017-010 20.219 Construction Cluster Subrecipient Monitoring 


2017-028 Special Tests and Provisions 


Compliance with such requirements is necessary, in our opinion, for the state of Montana to comply 


with the requirements applicable to that program. 


Qualified Opinion on Highway Planning and Construction Cluster 

In our opinion, except for the noncompliance described in the Basis for Qualified Opinion on Highway 
Planning and Construction Cluster paragraph, the state of Montana complied, in all material respects, 
with the compliance requirements referred to above that could have a direct and material effect on the 
Highway Planning and Construction Cluster for the two fiscal years ended June 30, 2017. 


Basis for Qualified Opinion on Child Nutrition Cluster 
As described in Findings 2017-002 and 2017-005 in the accompanying Schedule of Findings and 
Questioned Costs, the state of Montana did not comply with requirements regarding the following: 


| Finding# = CFDA # Cluster Name Compliance Requirement 


2017-002 


2017-005 Child Nutrition Cluster Cash Management 


Compliance with such requirements is necessary, in our opinion, for the state of Montana to comply 
with the requirements applicable to that program. 


Qualified Opinion on Child Nutrition Cluster 

In our opinion, except for the noncompliance described in the Basis for Qualified Opinion on Child 
Nutrition Cluster paragraph, the state of Montana complied, in all material respects, with the 
compliance requirements referred to above that could have a direct and material effect on the Child 
Nutrition Cluster for the two fiscal years ended June 30, 2017. 


Basis for Qualified Opinion on Special Education Cluster (IDEA) 
As described in Findings 2017-002 and 2017-005 in the accompanying Schedule of Findings and 
Questioned Costs, the state of Montana did not comply with requirements regarding the following: 


| Finding# = CFDA # Cluster Name Compliance Requirement 


2017-002 84.027 Special Education Cluster 
2017-005 84.173 (IDEA) Cash Management 


Compliance with such requirements is necessary, in our opinion, for the state of Montana to comply 


with the requirements applicable to that program. 


Qualified Opinion on Special Education Cluster (IDEA) 

In our opinion, except for the noncompliance described in the Basis for Qualified Opinion on Special 
Education Cluster (IDEA) paragraph, the state of Montana complied, in all material respects, with the 
compliance requirements referred to above that could have a direct and material effect on the Special 
Education Cluster (IDEA) for the two fiscal years ended June 30, 2017. 
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Basis for Qualified Opinion on TANF Cluster 
As described in Findings 2017-002, 2017-014, 2017-023, and 2017-024 in the accompanying Schedule 
of Findings and Questioned Costs, the state of Montana did not comply with requirements regarding 


the following: 


| Finding# = CFDA # Cluster Name Compliance Requirement 


2017-014 Allowable Costs/Cost 
2017-024 Principles 


2017-002 a Ne Clee Cash Management 
2017-023 Special Tests and Provisions 


Compliance with such requirements is necessary, in our opinion, for the state of Montana to comply 


with the requirements applicable to that program. 


Qualified Opinion on TANF Cluster 

In our opinion, except for the noncompliance described in the Basis for Qualified Opinion on TANF 
Cluster paragraph, the state of Montana complied, in all material respects, with the compliance 
requirements referred to above that could have a direct and material effect on the TANF Cluster for 
the two fiscal years ended June 30, 2017. 


Basis for Qualified Opinion on CCDF Cluster 
As described in Findings 2017-015 and 2017-022 in the accompanying Schedule of Findings and 
Questioned Costs, the state of Montana did not comply with requirements regarding the following: 


| Finding# = CFDA # Cluster Name Compliance Requirement 


a 015 93.575 Cash Management 
93.596 CCDF Cluster 


| 20t7-022 022 


Special Tests and Provisions 


Compliance with such requirements is necessary, in our opinion, for the state of Montana to comply 
with the requirements applicable to that program. 


Qualified Opinion on CCDF Cluster 
In our opinion, except for the noncompliance described in the Basis for Qualified Opinion on CCDF 
Cluster paragraph, the state of Montana complied, in all material respects, with the compliance 


requirements referred to above that could have a direct and material effect on the CCDF Cluster for 
the two fiscal years ended June 30, 2017. 


Basis for Qualified Opinion on Housing Voucher Cluster 

As described in Findings 2017-002, 2017-012, and 2017-013 in the accompanying Schedule of 
Findings and Questioned Costs, the state of Montana did not comply with requirements regarding the 
following: 


| Finding# = CFDA # Cluster Name Compliance Requirement 


2017-002 
2017-012 Cash Management 


Housing Voucher Cluster p fan 
. rocurement and suspension 
cele and debarment 


Compliance with such requirements is necessary, in our opinion, for the state of Montana to comply 


with the requirements applicable to that program. 


Qualified Opinion on Housing Voucher Cluster 

In our opinion, except for the noncompliance described in the Basis for Qualified Opinion on Housing 
Voucher Cluster paragraph, the state of Montana complied, in all material respects, with the compliance 
requirements referred to above that could have a direct and material effect on the Housing Voucher 
Cluster for the two fiscal years ended June 30, 2017. 


Basis for Qualified Opinion on Forest Service Schools and Roads Cluster 
As described in Finding 2017-001 in the accompanying Schedule of Findings and Questioned Costs, 
the state of Montana did not comply with requirements regarding the following: 


| Finding# = CFDA # Cluster Name Compliance Requirement 


Forest Service Schools and ee ee 
2017-001 10.665 Roads Chister Subrecipient Monitoring 


Compliance with such requirements is necessary, in our opinion, for the state of Montana to comply 


with the requirements applicable to that program. 


Qualified Opinion on Forest Service Schools and Roads Cluster 

In our opinion, except for the noncompliance described in the Basis for Qualified Opinion on Forest 
Service Schools and Roads Cluster paragraph, the state of Montana complied, in all material respects, 
with the compliance requirements referred to above that could have a direct and material effect on the 
Forest Service Schools and Roads Cluster for the two fiscal years ended June 30, 2017. 


Basis for Qualified Opinion on Unemployment Insurance 

As described in Findings 2017-002, 2017-003, and 2017-004 in the accompanying Schedule of 
Findings and Questioned Costs, the state of Montana did not comply with requirements regarding the 
following: 


| Finding# = CFDA # Cluster Name Compliance Requirement 


2017-002 
Cash Management 
2017-004 
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Compliance with such requirements is necessary, in our opinion, for the state of Montana to comply 
with the requirements applicable to that program. 


Qualified Opinion on Unemployment Insurance 

In our opinion, except for the noncompliance described in the Basis for Qualified Opinion on 
Unemployment Insurance paragraph, the state of Montana complied, in all material respects, with 
the compliance requirements referred to above that could have a direct and material effect on the 
Unemployment Insurance for the two fiscal years ended June 30, 2017. 


Basis for Qualified Opinion on Title I Grants to Local Educational Agencies 

As described in Findings 2017-002, 2017-005, and 2017-006 in the accompanying Schedule of 
Findings and Questioned Costs, the state of Montana did not comply with requirements regarding the 
following: 


| Finding# = CFDA # Cluster Name Compliance Requirement 


ne ARG Title | Grants to Local Cash Management 
: Educational Agencies — 
2017-006 Special Tests and Provisions 


Compliance with such requirements is necessary, in our opinion, for the state of Montana to comply 


with the requirements applicable to that program. 


Qualified Opinion on Title I Grants to Local Educational Agencies 

In our opinion, except for the noncompliance described in the Basis for Qualified Opinion on Title I 
Grants to Local Educational Agencies paragraph, the state of Montana complied, in all material respects, 
with the compliance requirements referred to above that could have a direct and material effect on the 
Title I Grants to Local Educational Agencies for the two fiscal years ended June 30, 2017. 


Basis for Qualified Opinion on Low-Income Home Energy Assistance 
As described in Findings 2017-002 and 2017-015 in the accompanying Schedule of Findings and 
Questioned Costs, the state of Montana did not comply with requirements regarding the following: 


| Finding# = CFDA # Cluster Name Compliance Requirement 


2017-002 Low-Income Home Energy 


Compliance with such requirements is necessary, in our opinion, for the state of Montana to comply 


with the requirements applicable to that program. 


Qualified Opinion on Low-Income Home Energy Assistance 

In our opinion, except for the noncompliance described in the Basis for Qualified Opinion on 
Low-Income Home Energy Assistance paragraph, the state of Montana complied, in all material respects, 
with the compliance requirements referred to above that could have a direct and material effect on the 
Low-Income Home Energy Assistance for the two fiscal years ended June 30, 2017. 


Basis for Qualified Opinion on Foster Care-Title IV-E 
As described in Finding 2017-015 in the accompanying Schedule of Findings and Questioned Costs, 
the state of Montana did not comply with requirements regarding the following: 


| Finding# = CFDA # Cluster Name Compliance Requirement 
2017-015 93.658 Foster Care-Title IV-E Cash Management 


Compliance with such requirements is necessary, in our opinion, for the state of Montana to comply 
with the requirements applicable to that program. 


Qualified Opinion on Foster Care-Title IV-E 

In our opinion, except for the noncompliance described in the Basis for Qualified Opinion on Foster 
Care-Title IV-E paragraph, the state of Montana complied, in all material respects, with the compliance 
requirements referred to above that could have a direct and material effect on the Foster Care-Title 
IV-E for the two fiscal years ended June 30, 2017. 


Basis for Qualified Opinion on Special Supplemental Nutrition Program for Women, Infants, and 
Children (WIC) 

As described in Findings 2017-002, 2017-014, 2017-020, and 2017-021 in the accompanying Schedule 
of Findings and Questioned Costs, the state of Montana did not comply with requirements regarding 


the following: 


2017-014 
Special Supplemental Nutrition 


2017-002 : Program for Women, Infants, 


and Children (WIC) 
2017-020 : ae 
2017-021 Special Tests and Provisions 


Compliance with such requirements is necessary, in our opinion, for the state of Montana to comply 


with the requirements applicable to that program. 
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Qualified Opinion on Special Supplemental Nutrition Program for Women, Infants, 
and Children (WIC) 

In our opinion, except for the noncompliance described in the Basis for Qualified Opinion on Special 
Supplemental Nutrition Program for Women, Infants, and Children (WIC) paragraph, the state of 
Montana complied, in all material respects, with the compliance requirements referred to above that 
could have a direct and material effect on the Special Supplemental Nutrition Program for Women, 


Infants, and Children (WIC) for the two fiscal years ended June 30, 2017. 


Basis for Qualified Opinion on Formula Grants for Rural Areas 
As described in Finding 2017-030 in the accompanying Schedule of Findings and Questioned Costs, 
the state of Montana did not comply with requirements regarding the following: 


CFDA # Cluster Name Compliance Requirement 


Formula Grants for Rural 


Compliance with such requirements is necessary, in our opinion, for the state of Montana to comply 


with the requirements applicable to that program. 


Qualified Opinion on Formula Grants for Rural Areas 

In our opinion, except for the noncompliance described in the Basis for Qualified Opinion on Formula 
Grants for Rural Areas paragraph, the state of Montana complied, in all material respects, with the 
compliance requirements referred to above that could have a direct and material effect on the Formula 
Grants for Rural Areas for the two fiscal years ended June 30, 2017. 


Basis for Qualified Opinion on Immunization Cooperative Agreements 
As described in Finding 2017-026 in the accompanying Schedule of Findings and Questioned Costs, 
the state of Montana did not comply with requirements regarding the following: 


| Finding# = CFDA # Cluster Name Compliance Requirement 


Immunization Cooperative Allowable Costs/Cost 


Compliance with such requirements is necessary, in our opinion, for the state of Montana to comply 


with the requirements applicable to that program. 


Qualified Opinion on Immunization Cooperative Agreements 

In our opinion, except for the noncompliance described in the Basis for Qualified Opinion on 
Immunization Cooperative Agreements paragraph, the state of Montana complied, in all material 
respects, with the compliance requirements referred to above that could have a direct and material 
effect on the Immunization Cooperative Agreements for the two fiscal years ended June 30, 2017. 


Unmodified Opinion on Each of the Other Major Federal Programs 

In our opinion, the state of Montana complied, in all material respects, with the types of compliance 
requirements referred to above that could have a direct and material effect on each of its other major 
federal programs identified in the summary of auditor’s results section of the accompanying Schedule 
of Findings and Questioned Costs for the two fiscal years ended June 30, 2017. 


Other Matters 

The results of our auditing procedures disclosed other instances of noncompliance, which are required 
to be reported in accordance with the Uniform Guidance and which are described in the accompanying 
Schedule of Findings and Questioned Costs, as items 2017-011, 2017-025, 2017-027, 2017-029, and 
2017-014 as it pertains to CFDA #93.667 and #93.767. Our opinion on each major federal program is 
not modified with respect to these matters. 


The state of Montana’s response to the noncompliance findings identified in our audit are described 
in the Schedule of Findings and Questioned Costs and the accompanying Corrective Action Plan. 
The state of Montana's response was not subjected to the auditing procedures applied in the audit of 
compliance and, accordingly, we express no opinion on the response. 


Report on Internal Control Over Compliance 

Management of the state of Montana is responsible for establishing and maintaining effective internal 
control over compliance with the types of compliance requirements referred to above. In planning 
and performing our audit of compliance, we considered the state of Montana’s internal control over 
compliance with the types of requirements that could have a direct and material effect on each major 
federal program to determine the auditing procedures that are appropriate in the circumstances for 
the purpose of expressing an opinion on compliance for each major federal program and to test and 
report on internal control over compliance in accordance with the Uniform Guidance, but not for the 
purpose of expressing an opinion on the effectiveness of internal control over compliance. Accordingly, 
we do not express an opinion on the effectiveness of the state of Montana’s internal control over 


compliance. 


Our consideration of internal control over compliance was for the limited purpose described in 
the preceding paragraph and was not designed to identify all deficiencies in internal control over 
compliance that might be material weaknesses or significant deficiencies and therefore, material 
weaknesses or significant deficiencies may exist that were not identified. However, as discussed below, 
we identified certain deficiencies in internal control over compliance that we consider to be material 
weaknesses and significant deficiencies. 


A deficiency in internal control over compliance exists when the design or operation of a control over 
compliance does not allow management or employees, in the normal course of performing their 
assigned functions, to prevent, or detect and correct, noncompliance with a type of compliance 
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requirement of a federal program on a timely basis. A material weakness in internal control over 
compliance is a deficiency, or combination of deficiencies, in internal control over compliance, such that 
there is reasonable possibility that material noncompliance with a type of compliance requirement of 
a federal program will not be prevented, or detected and corrected, on a timely basis. We consider the 
deficiencies in internal control over compliance described in the accompanying Schedule of Findings 
and Questioned Costs, listed in the following table, to be material weaknesses. 


CFDA # Program or Cluster Name Compliance Requirement 


2017-014 

93.775, 93.777, 93.778 
2017-016 
2017-019 
2017-028 20.205, 20.219 
2017-014 93.558 


2017-015 Cash Management 
93.575, 93.596 ZF 
2017-022 Special Tests and Provisions 


Procurement and suspension 
2017-013 14.871 aniddebarrnart 


2017-006 84.010 
2017-015 93.568 


2017-015 93.658 


2017-014 Special Supplemental Nutrition 
E Program for Women, Infants, 
2017-020 and Children (WIC) 
2017-021 
9017-030 Formula a for Rural 
Immunization Cooperative Allowable Costs/Cost 
2017-026 ' Agreements Principles 


A significant deficiency in internal control over compliance is a deficiency, or a combination of deficiencies, 
in internal control over compliance with a type of compliance requirement of a federal program that 
is less severe than a material weakness in internal control over compliance, yet important enough to 
merit attention by those charged with governance. We consider the deficiencies in internal control over 
compliance described in the accompanying Schedule of Findings and Questioned Costs, listed in the 
following table, to be significant deficiencies. 


| Finding# = CFDA # Program or Cluster Name Compliance Requirement 
2017-002 _ Cash Management 
93.775, 93.777, 93.778 Medicaid Cluster ; 
2017-018 Reporting 


Highway Planning and 
2017-002 20.205, 20.219 Conetnichon Clustat Cash Management 
2017-007 84.007, 84.033, 84.038, Student Financial Assistance Cash Management 
84.063, 84.268, 84.379, ; i 

2017-008 93.264, 93.342, 93.364 Cluster Special Tests and Provisions 
2017-002 F 2 

10.553, 10.555, 10.556, 10.559 Child Nutrition Cluster Cash Management 
2017-005 
2017-002 Special Education Cluster 
5017-005 84.027, 84.173 (IDEA) Cash Management 
2017-002 
9017-015 93.558 TANF Cluster Cash Management 

Forest Service Schools and me ae 

2017-001 10.665 Roads Cluster Subrecipient Monitoring 


2017-002 
9017-003 17.225 Unemployment Insurance Cash Management 


2017-002 14.871 Housing Voucher Cluster Cash Management 
2017-002 Title | Grants to Local 
2017-005 cee Educational Agencies Cash Management 
Low-Income Home Energy 
2017-002 93.568 Cash Management 
Special Supplemental Nutrition 
2017-002 10.557 Program for Women, Infants, Cash Management 
and Children (WIC) 
Formula Grants for Rural Procurement and suspension 


2017-015 93.659 Adoption Assistance Cash Management 


The state of Montana’s response to the internal control over compliance findings identified in our audit 


are described in the Schedule of Findings and Questioned Costs and the accompanying Corrective 
Action Plan. ‘The state of Montana’s response was not subjected to the auditing procedures applied in 
the audit of compliance and, accordingly, we express no opinion on the response. 


The purpose of this Report on Internal Control Over Compliance is solely to describe the scope of our 
testing of internal control over compliance and the results of that testing based on the requirements of 
the Uniform Guidance. Accordingly, this report is not suitable for any other purpose. 


Respectfully submitted, 
/s/ Cindy Jorgenson 
Cindy Jorgenson, CPA 


Deputy Legislative Auditor 
Helena, MT 


March 19, 2018 
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State of Montana 
Schedule of Findings and Questioned Costs 
For the Two Fiscal Years Ended June 30, 2017 


Section I— Summary of Auditor’s Results 


Basic Financial Statements 


For Each of the Two Fiscal Years Ended June 30, 2017 


2016 2017 

Type of report issued on whether the financial 
statements audited were prepared in accordance 
with GAAP: Unmodified Unmodified 
Internal control over financial reporting: 

¢ Material Weakness identified? No Yes 

¢ — Significant deficiencies identified? No Yes 
Noncompliance material to the financial statements noted? Yes Yes 
Federal Awards 
For the Two Fiscal Years Ended June 30, 2017 
Internal control over major programs: 2016 and 2017 

¢ Material Weakness identified? Yes 

¢ — Significant deficiencies identified? Yes 


Type of auditor’s report issued on compliance for 
Major federal programs: 


Unmodified for all major programs except 
for Medicaid Cluster; Highway Planning 
and Construction Cluster; Child Nutrition 
Cluster; Special Education Cluster (IDEA); 
TANF Cluster; CCDF Cluster; Housing 
Voucher Cluster; Forest Service Schools and 
Roads Cluster; Unemployment Insurance; 
Title I Grants to Local Education Agencies; 
Low-Income Home Energy Assistance; Foster 
Care — Title IV-E; Special Supplemental 
Nutrition Program for Women, Infants, and 
Children (WIC); Immunization Cooperative 
Agreements and, Formula Grants for Rural 
Areas, which are qualified. 


SEE 
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Any audit findings disclosed that are required to be 
reported in accordance with federal regulation, 


2 CFR 200.516(a)? Yes 


Identification of major programs: 


CFDA Number(s) Name of Federal Program or Cluster 

10.553, 10.555, 10.556, & 10.559 Child Nutrition Cluster 

10.557 Special Supplemental Nutrition Program for Women, 
Infants & Children (WIC) 

10.665** Forest Service Schools and Roads Cluster 

12.400 Military Construction National Guard 

14.871 Housing Voucher Cluster 

17-225 Unemployment Insurance 

20.205 &20.219 Highway Planning and Construction Cluster 

20.509 Formula Grants for Rural Areas 

66.458 Clean Water State Revolving Fund Cluster 

66.468 Drinking Water State Revolving Fund Cluster 

81.042** Weatherization Assistance for Low-Income Persons 

84.007, 84.033, 84.038, 84.063, Student Financial Assistance Cluster 

84.268, 84.379, 93.264, 93.342, & 93.364 

84.010 Title I, Grants to Local Education Agencies 

84.027 & 84.173 Special Education Cluster (IDEA) 

84.367 Improving Teacher Quality State Grants 

93.268 Immunization Cooperative Agreements 

93.558 TANF Cluster 

93.575 & 93.596 CCDF Cluster 

93.568 Low-Income Home Energy Assistance 

93.658 Foster Care-Title IV-E 

93.659"* Adoption Assistance 

93.775, 93.777, & 93.778 Medicaid Cluster 


** High-risk Type B programs 


Dollar threshold used to 
distinguish between Type A 
and Type B programs: $20,249,014 


Auditee qualified as low-risk 
Auditee? No 


State of Montana 
Schedule of Findings and Questioned Costs 
For the Two Fiscal Years Ended June 30, 2017 


Section IJ — Financial Statement Findings 


Finding 2017-1: Various Federal Agencies 
CFDA #Various 
Grant #Not Applicable 


Criteria: Article VII, Section 15, of the Montana Constitution, requires public retirement systems to 
be funded on an actuarially sound basis. Section 19-2-409, Montana Code Annotated, requires each 
system to be funded on an actuarially sound basis. Actuarially sound basis means that contributions 
to each retirement plan must be sufficient to pay the full actuarial cost of the plan. For a defined 
benefit plan, the full actuarial cost includes both the normal cost of providing benefits as they accrue 
in the future and the cost of amortizing unfunded liabilities over a scheduled period of no more than 
30 years. For the defined contribution plan, the full actuarial cost is the contribution defined by law 
that is payable to an account on behalf of the member. 


Condition: As of June 30, 2016, actuarial valuations indicated that two defined benefit pension plans, 
as well as the Public Employees’ Retirement System Defined Contribution Disability Other Post 
Employment Benefit Plan (OPEB), continue to be actuarially unsound because they do not amortize 
within the 30-year time period. The Sheriffs’ Retirement System (SRS), the Game Wardens’ and Peace 
Officers’ Retirement System (GWPORS), and the OPEB do not amortize. 


As of June 30, 2017, actuarial valuations indicated that two defined benefit pension plans are 
actuarially unsound because they do not amortize within the 30-year time period. The GWPORS 
has an unfunded liability that will amortize in 70 years and the Highway Patrol Officers’ system 
(HPORS) has an unfunded liability that will amortize in 37 years. The valuations indicated that 
the SRS amortizes in 25 years and the OPEB amortizes in 19 years. During the 2017 Legislative 
Session, bills were passed for the SRS that increased the funding status of the plan and decreased the 
amortization period. For the OPEB, the board entered into a new investment contract in fiscal year 
2016 to diversify their investment asset allocation into longer term asset classes, which improved the 
plan’s funding status. 


Questioned Costs: No questioned costs identified. 


NESE 
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Context: The Montana Public Employee Retirement Administration (MPERA) administers eight 
defined benefit retirement systems, two defined contribution plans, and an OPEB. As of June 30, 
2016, three of these systems were not actuarially sound. As of the June 30, 2017, two of these systems 
were not actuarially sound. The Unfunded Actuarial Liability (UAL) and amortization periods are 
summarized in the table below. 


Retirement System UAAL as of June 30, 2017 Amortization Period as of June 30, 2017 
GWPORS $413 


The board continues to work with plan stakeholders and the Legislature to improve the funding status 


and decrease the amortization period for both systems that are not actuarially sound. Board officials 
have put forth effort to ensure all defined benefit plans are actuarially sound. 


Effect: The retirement systems are not actuarially sound, which is not in compliance with Montana 
Constitution and state law. 


Cause: Funding mechanisms in state law, as well as investment returns, have not been sufficient to 


achieve actuarial soundness for all retirement systems. 


Repeat Finding: Over at least the last five audits, including this one, various systems have been 
reported as actuarially unsound. It has been reported as finding 2015-2 in the Single Audit report for 
the two fiscal years ended June 30, 2015, finding 2013-2 for the two fiscal years ended June 30, 2013, 
finding 1-1 for the two fiscal years ended June 30, 2011, finding 1-3 for the two fiscal years ended 
June 30, 2011, and finding 1-2 for the two fiscal years ended June 30, 2009. 


Recommendation: We recommend the Public Employees’ Retirement Board continue to take 
necessary actions to ensure actuarial soundness of the Sheriffs’ Retirement System, Game Wardens’ 
and Peace Officers’ Retirement System, Highway Patrol Officers’ Retirement System, and the Public 
Employees’ Retirement System Defined Contribution Disability Other Post Employment Benefit plan. 


Views of Responsible Officials and Corrective Action Plans: MPERA concurs with this 
recommendation. For additional information regarding MPERA’s planned corrective action see 
Corrective Action Plan starting on page D-1. 


State of Montana 
Schedule of Findings and Questioned Costs 
For the Two Fiscal Years Ended June 30, 2017 


Section IJ — Financial Statement Findings 


Finding 2017-2: Various Federal Agencies 
CFDA #Various 
Grant #Not Applicable 


Criteria: Montana Operations Manual Policy, 302, in part, states, “State agencies are responsible for 
implementing internal control procedures to ensure all transactions necessary for compliance with 
generally accepted accounting principles (GAAP) are recorded in Statewide Accounting, Budgeting, 
and Human Resources System (SABHRS) before fiscal year-end.” 


Montana Operations Manual Policy, 399, in part, defines internal control as a coordinated set of policies 
and procedures used by managers and line workers to ensure their agencies, programs, or functions 
operate efficiently and effectively in conformance with applicable laws and regulations, and that related 
transactions are accurate, properly recorded, and executed in accordance with management's directives. 
Policy further requires management to establish and maintain internal controls, including internal 
controls over financial reporting, and indicates “agency management is responsible for the extent of 
the efficiency and effectiveness of internal controls, as well as any deficiencies.” 


Condition: The Montana Board of Investments (board) administers the state’s Unified Investment 
Program (UIP), as well as the state’s Economic Development Bonds Act (EDB) and Municipal 
Finance Consolidation Act (MFC) programs. The EDB and MFC programs are collectively referred 
to by the board, and throughout this report section, as the Enterprise Fund Program. The board 
is required to prepare separate financial statements and related note disclosures for the UIP and 
Enterprise Fund Program, in accordance with generally accepted accounting principles (GAAP). 
Portions of that information is incorporated into the state’s basic financial statements. Additionally, 
as the administrator of the UIP, the board records transactions in the state’s investment trust fund, 
related to local government participation in the state’s investment pools. 


Board staff made errors during the financial statement and note disclosure preparation process for 
the UIP and Enterprise Fund Program, as well as errors in recording local government participant 
purchases and sales activity on the accounting records for the investment trust fund. The board’s 
review procedures did not identify these errors. 


CC ES 


C-17 


C-18 


| Montana Legislative Audit Division Legislative Audit Division 


Questioned Costs: No questioned costs identified. 


Context: For the Enterprise Fund Program, the Statement of Cash Flows incorrectly reported cash 
flows associated with a Bond Anticipation Note (BAN). Under GAAP, the cash inflows of $7.3 million 
and outflows of $8.5 million associated with the BAN should have been reported as two separate line 
items within the Non-Capital Financing Activities section of the Statement of Cash Flows. Instead, 
the board reported the cash flows as a net outflow of $1.2 million in the Investing Activities section. 
Additionally, under GAAP, the notes to the financial statements should have disclosed information 
about the BAN debt activity during the year, including a schedule outlining the beginning balance, 
increases, decreases, and ending balance of the debt. This note disclosure was not included in the 
notes provided as part of the audit. The Enterprise Fund Program at the board comprises all of the 
Economic Development Bonds major fund in the state’s basic financial statements. 


For the UIP, errors in financial reporting included a $1.7 billion misclassification of assets between 
cash and cash equivalents, a $362.3 million overstatement of realized gains, and incorrectly placing 
supplementary information within the financial statements. Additionally, participant purchase 
and sale activity was overstated by approximately $326.1 million on the UIP financial statements; 
approximately $48.6 million of this error was associated with local government participant purchases 
and sales activity the board incorrectly recorded on the accounting records for the investment trust 
fund. For the state’s basic financial statements, the activity of the UIP is presented within the funds 
that own the investments. This presentation is based on transactions the board records on the state’s 
primary accounting records for those funds. Our analysis only identified errors in the state’s primary 
accounting records for local government participant purchases and sales in the investment trust fund. 


Effect: There were errors in the financial statements and note disclosures for the Enterprise Fund 
Program for fiscal year 2017. While the board adjusted its financial presentation for these errors, the 
board’s internal control procedures should be enhanced to allow management to prevent, or detect 
and correct, such errors. Additionally, there were errors in the underlying accounting records for the 
Investment Trust Fund, that could not be corrected, given the fiscal year 2017 accounting records 
were closed at the time the error was discovered. 


Cause: For the Enterprise Fund Program, established financial reporting processes did not direct staff 
to consider GAAP requirements for new or unusual activity for the program. For the Investment Trust 
Fund, the recorded amounts were determined, in part, by analysis of transactions recorded on the 
state’s accounting system. The board’s analysis did not consider some intricacies of the transactions 
recorded throughout the year, including transactions that recorded activity in less detail than was 
necessary to prepare the financial statements and transactions recorded to correct prior errors. 


Recommendation: We recommend the Montana Board of Investments: 


A. Update the procedures for preparing and reviewing the Unified Investment Program financial 
statements, to reflect the current pool structure and reporting format, and to include an 
independent review by staff knowledgeable with program operations and generally accepted 
accounting principles, and 


B. Update the procedures for preparing the Enterprise Fund Program financial statements, to 
include review of requirements in generally accepted accounting principles for new program 
activity. 


Views of Responsible Officials and Corrective Action Plans: The board concurs with this 
recommendation. For additional information regarding the board’s planned corrective action see 
Corrective Action Plan starting on page D-1. 
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State of Montana 
Schedule of Findings and Questioned Costs 
For the Two Fiscal Years Ended June 30, 2017 


Section III — Federal Award Findings and Questioned Costs 


Finding 2017-001: | U.S. Department of Agriculture 
CFDA #10.665, Schools and Roads — Grants to States 
Grant #Not applicable 


Criteria: Federal regulation, 2 CFR 200.303, requires the Department of Administration (department) 
to establish and maintain effective internal control over the federal award that provides reasonable 
assurance that the non-federal entity is managing the federal award in compliance with federal statutes, 
regulations, and the terms and conditions of the federal award. 


Federal regulation, 2 CFR 200.331(b), requires the department to evaluate each subrecipient’s risk of 
noncompliance with federal statutes, regulations, and the terms and conditions of the subaward for 
purposes of determining the appropriate sub-recipient monitoring. 


Federal regulation, 2 CFR 200.331(d), require the department to monitor the activities of the 
subrecipient as necessary to ensure the subaward is used for authorized purposes. 


Federal regulation, 2 CFR 200.331(f), requires the department to verify that subrecipients are audited 
in accordance with the requirements in Uniform Guidance Subpart F. 


Federal regulation, 2 CFR 200.512(a), requires subrecipients to submit a Single Audit or Program 
Specific Audit within the earlier of 30 calendar days after receipt of the auditor's report(s), or nine 
months after the end of the audit period. 


Federal regulation, 2 CFR 200.521(a), requires management decisions to clearly state whether or not 
the audit finding is sustained, the reasons for the decision, and the expected auditee action to repay 
disallowed costs, make financial adjustments, or take other action. If the auditee has not completed 
corrective action, a timetable for follow-up should be given. 


Federal regulation, 2 CFR 200.521(d), requires pass-through entities to issue management decisions 
within six months of acceptance of the audit report. 


State law, §17-3-213(5), Montana Code Annotated, requires counties to distribute the federal funds 
received for this program 66 2/3 percent to roads and 33 1/3 percent to schools. 


NESS 
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Condition: In fiscal years 2016 and 2017, the department received and distributed $15.9 million and 
$2.2 million, respectively, of federal funds to counties for the Schools and Roads - Grants to States 
program. These funds (Title I, Title II, and Title III) are received from the harvest of timber on 
national forests within the boundaries of the state and distributed to counties in which the national 
forest lands are located. Title I funds must be used for public roads and public schools of the county 
or counties in which the national forest is situated. Title II funds are used for special projects on 
the federal land and on non-federal land where projects would benefit the resources on the federal 
land. Title III funds provide resources to homeowners in fire-sensitive ecosystems, reimbursing the 
participating county for county search and rescue and other emergency services performed on the 
federal land or to develop community wildfire protection plans. 


Amounts payable to individual counties are calculated by the federal government. The department is 
considered a pass-through entity as it receives funds directly from the U.S. Department of Agriculture 
and provides the funds to a subrecipient to carry out part of a federal program. The counties are 
considered the subrecipients. Each county expending a total amount of federal awards equal to or 
in excess of a certain dollar amount are required to have a single audit or a program-specific audit. 
Due to the implementation of the Uniform Administrative Requirements, Cost Principles, and Audit 
Requirements for Federal Awards, (Uniform Guidance) the threshold was increased from $500,000 in 
fiscal year 2015 to $750,000 in fiscal year 2016. We reviewed the department’s subrecipient monitoring 
procedures for all counties. The following paragraphs summarize the results of our review. 


Fiscal Year 2016 
* ~~ Counties Only Subject to During the Award Monitoring 


We noted the following instances of noncompliance with during the award monitoring for 
the counties that do not receive a single or program-specific audit. 


The department did not conduct during the award monitoring for any of these counties. 


The department did not have adequate controls in place to ensure the counties receiving 


Title III federal funds hold a 45-day public comment period before the use of funds. 


& The department did not have adequate controls in place to ensure the counties 
submitted a certification that the funds were used for authorized expenditures, 
including a description of the amounts and their uses. 


* = Counties With Single or Program-Specific Audits 


We noted instances of noncompliance with during the award monitoring for the counties 
that receive a single or program-specific audit. The department did not issue a management 
decision to the counties with deficiencies identified in their audits within the required 
six-month time frame. It was not clearly stated whether or not the audit findings were 
sustained or the reasons for the decision. Furthermore, the department did not provide a 
timetable for the auditee to follow-up on the management decisions. 


od 


All Counties 


In addition, the department did not evaluate each subrecipient’s risk of noncompliance with 
federal statutes, regulations, and the terms and conditions of the subaward for purposes of 
determining the appropriate subrecipient monitoring. 


Fiscal Year 2017 


a 


All Counties 


We noted instances of noncompliance with during the award monitoring for all counties 
receiving these federal funds. The department did not conduct monitoring to provide 
reasonable assurance that the counties appropriately split the funds 66 2/3 percent to roads 
and 33 1/3 percent to schools as required. Furthermore, the department does not monitor 
the use of the federal awards. 


Counties With Single or Program-Specific Audits 


We noted instances of noncompliance with during the award monitoring for the counties 
that receive a single or program-specific audit. The department did not have adequate 
controls in place to ensure that required single or program-specific audits were completed 
within nine months of the end of the subrecipient’s audit period or to issue a management 
decision within the required six-month time frame. 


Questioned Costs: No questioned costs identified. 


Context: While all 34 counties receiving these federal funds are subject to during the award monitoring, 


only 18 meet the threshold requiring a single or program-specific audit in fiscal year 2016 and 19 in 


fiscal year 2017. The following paragraphs summarize the number of instances of noncompliance we 


identified. 


Fiscal Year 2016 


a 


All Counties 


The department did not evaluate the subrecipient’s risk of noncompliance with federal statutes, 
regulations, and the terms and conditions of the subaward for purposes of determining the 
appropriate subrecipient monitoring for all 34 counties receiving these federal funds. 


Counties Only Subject to During the Award Monitoring 


We noted the instances of noncompliance with during the award monitoring for all 
16 counties not receiving a single or program-specific audit. 


Counties With Single or Program-Specific Audits 


The department did not issue a management decision to 2 of the counties within the required 
six-month time frame. 
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Fiscal Year 2017 
¢ ~All Counties 


We noted 27 of the 34 counties did not appropriately split the funds as required by state 
law. Of the $2.3 million distributed, $483 was not allocated in accordance with state law. 
Furthermore, the department does not monitor the use of the federal awards. 


* ~~ Counties With Single or Program-Specific Audits 


We noted 4 of the 19 counties did not complete the required audit within nine months of 
the end of their audit period. Furthermore, the department did not issue a management 
decision to 2 of the counties within the required six-month time frame. 


Effect: The department is not complying with the federal regulations stated above. Additionally, the 
subrecipients are not in compliance with the state law stated above, which may result in questioned 
costs for those entities. 


Cause: Department staff stated they do not consider during the award monitoring or conducting risk 
assessments for the subrecipients to be cost beneficial. The department believes tracking the intended 
use and receiving the receipts of the Schools and Roads funds from the counties meets the monitoring 
requirement. In addition, the department stated they rely on county auditors to follow-up on audit 
recommendations, citing the lack of federal administrative funds for the award as the basis for their 
process. 


Repeat Finding: This is a repeat finding, initially reported as finding 2015-001 in the Single Audit 
report for the two fiscal years ended June 30, 2015. 


Recommendation: We recommend the Department of Administration implement internal controls 
and comply with federal regulations related to subrecipient monitoring for the Schools And Roads - 
Grants to States program to ensure: 


A. Risk assessments are conducted for purposes of determining the appropriate subrecipient 
monitoring procedures, and 


B. Subrecipients use federal Schools and Roads - Grants to States funds for allowable purposes 
by conducting during the award monitoring, issuing management decisions within the 
sixmonth time frame, with all required elements, and conducting follow-up on audit 


findings. 


Views of Responsible Officials and Corrective Action Plans: As of November 29, 2016, the 
department concurs with the recommendation to conduct annual subrecipient risk assessments and 
will implement controls to ensure they are performed. However, the department only partially concurs 
with the remaining portions of the recommendation. The department does not consider during the 
award monitoring to be cost beneficial, and, instead performs pre- and post-award monitoring of 
all counties. Additionally, the department will periodically monitor audit submissions for findings 


regarding this program and will implement controls so that management decisions are issued within 
six months with the correct information and that timely and appropriate corrective action is taken. 


As of March 6, 2018, the department personnel indicated they prepared a comprehensive risk 
assessment of subrecipients to determine appropriate monitoring procedures. Through regular contact 
(telephone interviews), the department followed up with three high risk counties on processes and 
federal and state compliance with this program during fiscal year 2017 and will continue to follow 
up with an appropriate number of counties either through telephone interviews or site visits. The 
department considers the risk assessment process and regular contact with the subrecipient to be 
during the award monitoring. Prior to fiscal year 2017 the department required a certification from 
each county that the funds were “expended” in accordance with state and federal law. During fiscal 
year 2018, the department added line items for the amount expended for roads, and the amount 


expended for schools on its annual certification statement. Counties have reported this information. 


During fiscal year 2018, the department worked with Montana Association of Counties (MACo) and 
updated the template to the actual statutory split. The department instructed the counties to use the 
latest form that is on the MACo website. 


For additional information regarding the department's planned corrective action see Corrective Action 


Plan starting on page D-1. 
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State of Montana 
Schedule of Findings and Questioned Costs 
For the Two Fiscal Years Ended June 30, 2017 


Section III — Federal Award Findings and Questioned Costs 


Finding 2017-002: 


U.S. Department of Agriculture 
CFDA #10.551, 10.561, SNAP Cluster 
Grant #Not Applicable 


CFDA #10.553, 10.555, 10.556, 10.559, Child Nutrition Cluster 
Grant #Not Applicable 


CFDA #10.557, Special Supplemental Nutrition Program for Women, Infants, 
and Children 
Grant #Not Applicable 


U.S. Department of Defense 
CFDA #12.401, National Guard Military Operations and Maintenance 
(O&M) Projects 

Grant #Not Applicable 


U.S. Department of Housing and Urban Development 
CFDA #14.195, Section 8 Project-Based Cluster 
Grant #Not Applicable 


CFDA #14.871, Housing Voucher Cluster 
Grant #Not Applicable 


U.S. Department of the Interior 
CFDA #15.605, 15.611, Fish and Wildlife Cluster 
Grant #Not Applicable 


U.S. Department of Labor 
CFDA #17.225, Unemployment Insurance 
Grant #Not Applicable 
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U.S. Department of Transportation 
CFDA #20.205, 20.219, Highway Planning and Construction Cluster 
Grant #Not Applicable 


U.S. Department of Education 
CFDA #84.010, Title I Grants to Local Educational Agencies 
Grant #Not Applicable 


CFDA #84.027, 84.173, Special Education Cluster 
Grant #Not Applicable 


U.S. Department of Health and Human Services 
CFDA #93.558, TANF Cluster 
Grant #Not Applicable 


CFDA #93.568, Low-Income Home Energy Assistance 
Grant #Not Applicable 


CFDA #93.767, Children’s Health Insurance Program 
Grant #Not Applicable 


CFDA #93.775, 93.777, 93.778, Medicaid Cluster 
Grant #Not Applicable 


Criteria: Federal regulation, 2 CFR 200.303, requires the Department of Administration (department) 
to establish and maintain effective internal control over the federal award that provides reasonable 
assurance that the non-federal entity is managing the federal award in compliance with federal statutes, 
regulations, and the terms and conditions of the federal award. 


Condition: The United States Treasury and the state of Montana enter into an annual TSA in order to 
minimize the time between payment of expenditures and drawing funds from the federal government 
and to set disbursement patterns. The TSA defines the terms for the transfer of financial assistance 
funds between the federal government and the state of Montana as prescribed under the Cash 
Management Improvement Act of 1990 (CMIA). The funding techniques, clearance patterns, and 
methods of interest rates for federal programs that meet the threshold are outlined in the TSA. The 
specific CFDA #s included in the TSA for fiscal years 2016 and 2017 are: 10.551, 10.555, 10.557, 12.401, 
14.195, 14.871, 15.611, 17.225F, 17.225S, 20.205, 84.010, 84.027, 93.558, 93.568, 93.767, and 93.778. 
An annual report must be submitted on the accounting for state and federal interest liabilities of the 
state’s most recently completed fiscal year. After the TSA draft is submitted each year, the department 
creates a spreadsheet for each agency to determine state and federal interest liability based on federal 
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cash receipts and expenditures for each federal program that meets the threshold. The spreadsheets are 
adjusted to reflect work days, holidays and any changes made to the funding techniques per the new 
TSA. State accounting policy states the department will prepare CMIA program interest calculation 
spreadsheet templates for agencies by June 30 before the fiscal year begins. The agencies are responsible 
for inputting information into the spreadsheets, which calculates the interest liability used to create the 
annual report submitted to the federal government by the department. The department does not have 
adequate internal controls in place to ensure compliance with federal regulations and the Treasury 
State Agreement (TSA). 


During fiscal year 2016, we noted the percentages used for the clearance pattern on the Unemployment 
Insurance program spreadsheet were incorrect. During fiscal year 2017, we identified several errors 
in the spreadsheets. The spreadsheet for the National Guard Military Operations and Maintenance 
(O&M) Projects program did not include the direct administrative costs and the average clearance 
days were incorrect for the O&M warrant payments. The spreadsheet for Title I Grants to Local 
Educational Agencies program (also see 2017-005) listed an incorrect clearance pattern. ‘The spreadsheet 
for the Unemployment Insurance program (also see 2017-003) contained incorrect warrant clearance 
percentages from July 1, 2016, through February 1, 2017. 


Questioned Costs: No questioned costs identified. 


Context: 15 out of 348 federal programs administered by the state were included in the TSA for fiscal 
year 2016, and 17 out of 346 federal programs were included for fiscal year 2017. During the audit 
we reviewed the department's procedures for preparing the CMIA spreadsheets and annual report. 
Additionally, during fiscal year 2017, we completed a sample of five of the 17 spreadsheets and noted 
clearance pattern errors in three of them. ‘This was not a statistically valid sample. 


Effect: The department is not in compliance with federal regulations and is unable to ensure the 
reported interest is correct on the annual report. The incorrect spreadsheets resulted in the department 
calculating and submitting a $50 overstatement in the amount of interest owed by the federal 
government on the fiscal year 2015 annual report; which was submitted during fiscal year 2016. 
However, as we did not review all spreadsheets used in the interest calculation, the potential exists for 
there to be a larger error in the calculated interest amount. 


Cause: Department staff stated errors in the spreadsheet formulas were not caught and corrected until 
the annual report was compiled. In addition, the department stated they rely on the individual agencies 
to input the information correctly and there is only a high level review of the activity conducted as part 
of compiling the annual report. 


Recommendation: We recommend the Department of Administration: 


A. Enhance internal controls to ensure the Cash Management Improvement Act spreadsheets 
are accurate, and 


B. Comply with the Cash Management Improvement Act by including accurate clearance 
pattern and percentage on the spreadsheets. 


Views of Responsible Officials and Corrective Action Plans: As of November 29, 2016, the 
department concurs with this recommendation and will improve its internal control of the accuracy 
of the spreadsheets by reviewing templates used by agencies and by continuing to review the agency 
completed spreadsheets for consistency and reasonableness. However, the department does not believe 
it is their responsibility to audit all of the underlying data provided by the agencies. For additional 


information regarding the department's planned corrective action see Corrective Action Plan starting 


on page D-1. 
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State of Montana 
Schedule of Findings and Questioned Costs 
For the Two Fiscal Years Ended June 30, 2017 


Section III — Federal Award Findings and Questioned Costs 


Finding 2017-003: U.S. Department of Labor 
CFDA #17.225, Unemployment Insurance 
Grant #UI1-279873-18-55-A-30 (2016), UI-298527-18-55-A-30 (2017) 


Criteria: Federal regulation, 31 CFR 205.14, requires the Department of Labor and Industry to request 
cash for the benefit payments in compliance with the Treasury State Agreement (TSA) between the 
United States Treasury and the state of Montana. The agreement is intended to minimize the time 
between payment of expenditures by the state and receiving federal funds to ensure the draws are 
interest neutral for both the state and federal governments. 


Federal regulation, 2 CFR 200.303, requires the department to establish and maintain effective 
internal control over the federal award that provides reasonable assurance that the non-federal entity 
is managing the federal award in compliance with statutes, regulations, and the terms and conditions 
of the federal award. 


Condition: The Department of Administration administers the TSA and maintains a spreadsheet 
template specific to each federal program subject to the TSA. The Department of Labor and Industry 
(department) uses the Unemployment Insurance (UI) specific spreadsheet template which should result 
in compliance with a 20-day estimated clearance pattern based on history of when UI benefit warrants 
are cashed. For most of the audit period, the cash draws were in accordance with the spreadsheet, but 
the spreadsheet contained an incorrect estimated clearance pattern. The estimated clearance pattern 
shows the percentage of benefit payments that will be cashed over a 20-day period. The difference 
between the template percents and TSA percents is noted in the following table. 


Estimated Clearance Pattern Differences 
dd eeeseal las te lage 
Day1 3.66% 14.16% (10.50%) 
Day2 22.80% 33.70% (10.90%) 
Day3 32.05% 22.22% 9.83% 
Day4 17.96% 13.07% 4.89% 
Day5 7.87% 5.97% 1.90% 
Day6 3.76% 2.73% 1.03% 
Day7 2.65% 1.81% 0.84% 
Day8 2.21% 1.42% 0.79% 
Day9 1.54% 0.97% 0.57% 
Day10 1.24% 0.69% 0.55% 
Day11 1.08% 0.53% 0.55% 
Day12 0.61% 0.46% 0.15% 
Day13 0.51% 0.38% 0.13% 
Day14 0.41% 0.25% 0.16% 
Day15 0.27% 0.24% 0.03% 
Day16 0.17% 0.16% 0.01% 
Day17 0.17% 0.14% 0.03% 
Day18 0.17% 0.13% 0.04% 
Day19 0.87% 0.97% (0.10%) 
Day20 0.00% 0.00% 0.00% 
Source: Compiled by the Legislative Audit Division from 
department records. 


Questioned Costs: No questioned costs were identified. 


Context: While the total amount drawn over each 20 day period is correct, the amount drawn each 
day is incorrect. For fiscal year 2018, the department has already created new procedures to ensure that 
the UI spreadsheet received on an annual basis from the Department of Administration is correct and 
in accordance with the TSA. 


Effect: The department is not in compliance with the TSA and federal regulations. The Department 
of Administration will complete a calculation to determine if the state owes any interest earned to the 
federal government. However, we completed a calculation for just the UI program which indicates the 


department will not owe interest. 


Cause: The department did not have controls in place to verify the spreadsheet contained the clearance 


pattern in the approved TSA. 
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Recommendation: We recommend the Department of Labor and Industry: 


A. Comply with the Treasury State Agreement and federal regulations by drawing according to 
the approved clearance pattern in the Treasury State Agreement, and 


B. Implement developed procedures to ensure the spreadsheet provided by the Department of 
Administration contains the approved clearance pattern in the Treasury State Agreement. 


Views of Responsible Officials and Planned Corrective Actions: The department concurs with this 
recommendation. As of July 2017, controls have been put in place to verify the accuracy of the holidays 
and that "state only" holidays are excluded from the spreadsheet. As of July 2017, the department 
implemented new procedures to ensure the Cash Management Improvement Act spreadsheet received 
annually from the Department of Administration is correct and in accordance with the TSA established 
by the Federal Government. For additional information regarding the department's planned corrective 
action see Corrective Action Plan starting on page D-1. 


State of Montana 
Schedule of Findings and Questioned Costs 
For the Two Fiscal Years Ended June 30, 2017 


Section III — Federal Award Findings and Questioned Costs 


Finding 2017-004: U.S. Department of Labor 
CFDA #17.225, Unemployment Insurance 
Grant #UI-279873-18-55-A-30 (2016), UI-298527-18-55-A-30 (2017) 


Criteria: The Unemployment Insurance Data Validation Handbook (ETA), May 2013, approved by 
the Office of Management and Budget requires the Department of Labor and Industry (department) 
to validate four sets of data used for the Overpayment Detection and Recovery Activities (ETA 227) 
report, an Unemployment Insurance report. 


Condition: Since fiscal year 2010, the department has been unable to validate all required data for the 
ETA 227 report. Between fiscal years 2010 and 2012, new reporting elements were added to the ETA 
227 report and the federal system had issues causing the environment to be unstable. After February 
of 2012, the department began working on programming changes to the Montana Integrated System 
to Improve Customer Service (MISTICS), the department’s Unemployment Insurance (UI) benefit 
information system, which were necessary to validate all required data. The department made several 
unsuccessful attempts at validation. Department personnel noted the data in the department's 
computer system is accurate, the data issues are in how the data rolls up on the report, therefore 
requiring programming changes. 


Questioned Costs: No questioned costs were identified. 


Context: The report includes five sections, of which four must be validated. During the current 
audit covering fiscal years 2016 and 2017, the department validated one of the four required sections. 
Examples of issues remaining with the other three sections include the quarterly ending balance not 
carrying forward to the next quarter and the number of decimal places carried out in the data resulting 
in rounding differences. 


Effect: The department is not in compliance with federal regulations. The data validation process is 
important to ensure systematic data errors do not exist in the data contained in the report. 


Cause: The programming changes required were larger than anticipated causing the resolution date 
to move from March 31, 2017, to December 1, 2017. As of August 2017, the department indicated 
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they were able to successfully validate the first and second quarter 2017 reports. Since this occurred 
subsequent to our audit period, we were not able to review these submissions. 


Repeat Finding: ‘This is a repeat finding, initially reported as finding 2015-025 in the Single Audit 
report for the two fiscal years ended June 30, 2015. 


Recommendation: We recommend the Department of Labor and Industry update the coding in 
MISTICS related to the compiling of the ETA 227 report data to ensure it is able to validate all 
sections of the report. 


Views of Responsible Officials and Planned Corrective Action Plans: ‘The department concurs 
with this finding, and was able to successfully update the ETA 227 report coding into MISTICS. The 
ETA 227 report was successfully updated as of August 2, 2017 for the 1st Quarter of 2017 and 2nd 
Quarter of 2017. The three populations requiring validation have been completed and passed both 
Report Validation and Sample Element Validation successfully. For additional information regarding 
the department’s planned corrective action see Corrective Action Plan starting on page D-1. 


State of Montana 
Schedule of Findings and Questioned Costs 
For the Two Fiscal Years Ended June 30, 2017 


Section III — Federal Award Findings and Questioned Costs 


Finding 2017-005: U.S. Department of Education 
CFDA #84.010, Title I Grants to Local Educational Agencies 
Grant #8010A140026, S010A150026, S010A160026 
CFDA #84.027, 84.173, Special Education Cluster (IDEA) 
Grant #H027A 140096, H027A 150096, H027A160096 


U.S. Department of Agriculture 
CFDA #10.553, 10.555, 10.556, 10.559, Child Nutrition Cluster 
Grant #201616N109943, 201717N109943 


Criteria: Federal regulation, 31 CFR 205, implements the Cash Management Improvement Act 
(CMIA). The CMIA provides requirements and procedures for the transfer of federal financial 
assistance from federal agencies to the states, and specifies the terms and conditions under which an 
interest liability would be incurred. 


The Cash Management Improvement Act Treasury-State Agreement (TSA) for 2017, states “The State 
shall request funds weekly on Wednesdays such that they are deposited on the date of receipt from the 
appropriate federal agency. The amount of the request shall be based on the amount of actual program 
costs incurred during the prior week, Wednesday through Tuesday.” The TSA for 2016 required 
the office to complete “actual clearance” draws for benefits in the Title I (CFDA #84.010), Special 
Education (CFDA #84.027), and the Child Nutrition Cluster (CFDA #10.555). 


Federal regulation, 2 CFR 200.303, requires the Office of Public Instruction (office) establish and 
maintain effective internal control over the federal award that provides reasonable assurance that the 
non-federal entity is managing the federal award in compliance with federal statutes, regulations, and 
the terms and conditions of the federal award 


Condition: ‘The Office was not in compliance with the TSA in either fiscal year 2016 or 2017. In fiscal 
year 2016, there was no evidence the office was requesting draws based on actual clearance. Although 
changes were made to the 2017 TSA, when we reviewed the office’s draws for fiscal year 2017 we noted 
there were times the office drew more often than once a week, contrary to the 2017 TSA. 
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Questioned Costs: No questioned costs identified. 


Context: The office has three federal programs that are part of Montana’s TSA: Title I, National 
School Lunch Program (NSLP), and IDEA B. The 2017 TSA was updated to reflect the office’s 
general practice of requesting draws on Wednesdays. ‘Ihe weekly pattern is interest neutral. In the 
School Lunch program, there were 3 weeks with an extra cash draw. In the Title I program, there were 
5 weeks with two draws in one week. In the Special Ed program, there were 11 weeks with more than 
1 draw and 2 draws that were not in compliance with the TSA because they were early. 


Effect: By intentionally conducting draws more than once per week, the office was not in compliance 
with the TSA for fiscal year 2017 or fiscal year 2016. 


Cause: The TSA agreement had not yet been updated in fiscal year 2016. The office was drawing more 
than once a week to avoid negative cash balances in the federal fund as a whole for more than seven 
days, as required by state law. 


Repeat Finding: This is a repeat finding, initially reported as finding 2015-027 in the Single Audit 
report for the two fiscal years ended June 30, 2015. 


Recommendation: We recommend the Office of Public Instruction: 
A. Comply with the Treasury State Agreement as required by federal regulations, and 


B. Design and implement internal controls to ensure compliance with the Treasury State 
Agreement. 


Views of Responsible Officials and Corrective Action Plans: ‘The office partially concurred with 
the finding. They stated, “A. Since the TSA can only be updated July Ist of each year, the office was 
unable to update the TSA until fiscal year 2017. Due to this fact, the office concurs the draw pattern 
was in noncompliance for 2016. As stated in the report, the office did complete weekly draws as 
allowed in the 2017 TSA agreement. Since the TSA agreement does not specify that additional draws 
are unallowable, the office did not consider this activity to be noncompliance. Therefore, the office 
does not concur with the noncompliance finding for 2017. B. As stated in the audit report, the office 
has various internal controls in place to effectively manage federal cash activity and to ensure federal 
cash management compliance. The office contends the additional draws do not constitute a lack of 
internal controls over the office’s compliance with the TSA. Therefore, the office does not concur with 
the finding for 2017.” For additional information regarding the department's planned corrective action 
see Corrective Action Plan starting on page D-1. 


Rebuttal of Views of Responsible Officials: ‘The office’s current practice is to draw more than once a 
week if needed but the technique in the TSA does not allow this practice. According to the TSA, “The 
State shall request funds weekly on Wednesdays such that they are deposited on the date of receipt 
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from the appropriate federal agency. The amount of the request shall be based on the amount of actual 
program costs incurred during the prior week, Wednesday through Tuesday.” In addition, the office’s 
response noted the TSA can only be updated on July Ist of each year but the TSA is required to be 
amended when changes in funding techniques occur. We maintain our position as reported. 
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State of Montana 
Schedule of Findings and Questioned Costs 
For the Two Fiscal Years Ended June 30, 2017 


Section III — Federal Award Findings and Questioned Costs 


Finding 2017-006: U.S. Department of Education 
CFDA #84.010, Title I Grants to Local Education Agencies 
Grant #S010A140026, S010A150026, S010A160026. 


Criteria: Federal regulation, 2 CFR 200.303, requires the Office of Public Instruction (office) to 
establish and maintain effective internal control over federal Grants that provides reasonable assurance 
that the non-federal entity is managing the federal award in compliance with federal statutes, 
regulations, and the terms and conditions of the federal award. 


The Elementary and Secondary Education Act, Section 111(b)(3)(C)(iii), requires the office to establish 
and maintain an assessment system which uses testing to provide data used to measure student 
achievement. Student testing must be valid, reliable, and consistent with relevant professional and 
technical standards. In order to ensure the tests are valid and reliable, the office must have policies and 
procedures in place to ensure local education agencies are maintaining test security. 


Condition: During the audit, we noted the office’s current procedures for ensuring local education 
agencies are maintaining test security were incomplete. Information regarding test security was 
distributed to Montana’s K-12 schools. However, the office has not yet developed a plan to monitor 
school level implementation of security procedures. In addition, the office did not discuss the American 
College Testing (ACT), which is a required test in the security procedure. 


Questioned Costs: No questioned costs identified. 


Context: There are six required assessments in Montana including Smarter Balanced Assessment Test, 
Access for English Language Learners, the Science Criterion-Referenced Test, the Science Criterion- 
Referenced Test-Alternate, the Multi-State Alternate Assessment, and the ACT. The office’s test security 
policy requires Montana’s K-12 schools to electronically certify they are abiding by the office’s policies. 
We tested schools’ submissions. Eight out of 56 schools had not submitted their certifications at the 
time of our audit. The office had not reviewed any submissions prior to the audit process. Requirements 
to monitor test security are not new, but are new to the scope of our audit. 


Effect: State assessments are important in securing federal funding like Title I. They also allow teachers 
and parents to identify needs for each individual student. Without oversight, there is the possibility of 
unfair testing or inaccurate data. 


Cause: The process of how to monitor school implementation of the security agreement was not 
yas 
planned prior to the audit process. 


Recommendation: We recommend the Office of Public Instruction’s Title I Program: 


A. Update their assessment security procedure to include discussion of all required state 


assessments, including the American College Testing (ACT), as required by federal 
regulations, and 


B. Designandimplement control procedures to monitor Montana’s K-12 schools’ implementation 
of the assessment security process. 


Views of Responsible Officials and Corrective Action Plans: The office concurs with the 
recommendation and plans to develop and implement further procedures to monitor the assessment 


security process. For additional information regarding the department’s planned corrective action see 
Corrective Action Plan starting on page D-1. 
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State of Montana 
Schedule of Findings and Questioned Costs 
For the Two Fiscal Years Ended June 30, 2017 


Section III — Federal Award Findings and Questioned Costs 


Finding 2017-007: U.S. Department of Education 
CFDA #84.007, 84.033, 84.038, 84.063, 84.268, 84.379, 93.264, 93.342, 
93.364, Student Financial Assistance Cluster 
Grant #Not applicable 


Criteria: Federal regulation, 2 CFR 200.303, requires the University of Montana-Missoula (university) 
to establish and maintain effective internal control over the federal award that provides reasonable 
assurance that the non-federal entity is managing the federal award in compliance with federal statutes, 
regulations, and the terms and conditions of the federal award. 


Federal regulation, 34 CFR 668.166, defines excess cash to be any amount of title IV, HEA program 
funds, other than Federal Perkins Loan Program funds, that an institution does not disburse to 
students by the end of the third business day following the date the institution received those funds 
from the Secretary; or deposited or transferred to its Federal account previously disbursed title IV, 
HEA program funds, such as those resulting from award adjustments, recoveries, or cancellations. 
An institution may maintain for up to seven days an amount of excess cash that does not exceed one 
percent of the total amount of funds the institution drew down in the prior award year. The institution 
must return immediately to the Secretary any amount of excess cash over the one-percent tolerance 
and any amount remaining in its account after the seven-day tolerance period. 


Condition: The University of Montana—Missoula (university) receives funding from the Department 
of Education (ED) for the Student Financial Assistance program (SFA) through various grants. The 
objective of this program is to provide financial assistance to students pursuing postsecondary education. 
The Direct Loan program makes interest subsidized or unsubsidized Stafford loans available to students, 
or PLUS loans to graduate or professional students or to parents of dependent students, to pay for the 
cost of attending postsecondary educational institutions. The Federal Pell Grant program provides 
grants to students enrolled in eligible undergraduate programs and certain eligible post-baccalaureate 
teacher certificate programs, and is intended to provide a foundation of financial aid. The ED provides 
funds to the university under the advance payment method, which allows institutions to draw down 
funds prior to disbursing funds to eligible students and parents. However, the university has chosen 
to distribute the funds to the students and then request reimbursement from ED. When a student 
withdraws from the university after accepting financial assistance, a portion of the assistance is 
considered “unearned” and must be returned to ED. The university calculates the amount to return 


based on several factors, including attendance of classes and official withdrawal dates. Excess cash for 
any amount or time frame over that allowed in the tolerance provisions is noncompliance with the 
cash management requirements and can lead to the university reimbursing ED for any interest accrued 
in providing that excess cash. There were several instances where the university had excess cash. 


Questioned Costs: No questioned costs identified. 


Context: During the audit we reviewed the activity for fiscal year 2016 and 2017, which included 
216 and 213 days of activity, respectively. We found six instances where the university held excess cash 
that exceeded the tolerance provision defined above for the Direct Loans and Pell Grants, as shown 
in the table below. These instances of excess cash could be the result of not returning funds timely or 
receiving reimbursements for amounts greater than needed. ‘The table presents each day the university 
held excess cash for more than three days. 


Noncompliance With SFA Cash Management Requirements 


Days Where Instances of Noncompliance + 


FY2017 Direct Loan Program July 11 and July 13 $9,183 
aa September 20-23 $1,523,014 
FY2017 Pell Grant Program July 12-14 and July 18-19 $10,940 


PO December 6-9 and December 12-13 $14,388 
Woe ee CT January 3-4, January 6, January 9 $98,504 
FY2016 Pell Grant Program May 17-19, May 24-26, and May 31 $82,368 


Source: Compiled by the Legislative Audit Division. 


* The excess cash in the table represents the highest amount of cash at a point in time within that consecutive span of noncompliance. 


Effect: The controls in place at the university do not allow the staff to ensure requesting reimbursement 
and returning funds to ED are completed timely and in compliance with cash management 


requirements. 


Cause: University staff stated the excess cash balance primarily occurred because there is a timing 
difference in the process for returning funds due to when that information is entered into Banner, the 
university's accounting and information system. This delay allows reimbursement requests to occur 
which do not consider funds being returned. 


Recommendation: We recommend the University of Montana-Missoula strengthen internal controls 
to ensure compliance with cash management requirements for reimbursement requests and return of 
funds to the Department of Education for the Direct Loan and Pell Grant programs. 


Views of Responsible Officials and Corrective Action Plans: The university concurs with this 
recommendation. Effective early in 2017, the university’s Business Services personnel refined their cash 
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monitoring procedures for Direct Loan and Pell Grant programs to ensure funds have been returned 
in a timely manner. For additional information regarding the university's planned corrective action see 
Corrective Action Plan starting on page D-1. 


State of Montana 
Schedule of Findings and Questioned Costs 
For the Two Fiscal Years Ended June 30, 2017 


Section III — Federal Award Findings and Questioned Costs 


Finding 2017-008: U.S. Department of Education 
CFDA #84.007, 84.033, 84.038, 84.063, 84.268, 84.379, 93.264, 93.342, 
93.364, Student Financial Assistance Cluster 
Grant #Not applicable 


Criteria: Federal regulation, 2 CFR 200.303, require the University of Montana-Missoula (university) 
to establish and maintain effective internal control over the federal award that provides reasonable 
assurance that the non-federal entity is managing the federal award in compliance with federal statutes, 
regulations, and the terms and conditions of the federal award. 


Condition: Banner is the university’s accounting and information system. It is used to process 
essentially all financial transactions, determine eligibility for Student Financial Assistance (SFA), and 
process payroll transactions by using a series of tables and validation or rule forms. Banner is critical in 
supporting the university’s operations, and as such, access to the system should be restricted to those 
individuals who have a business need. Access to Banner is based on classes or profiles and granted using 
an Electronic Banner Account Request Form, which allows for access to be initiated and approved 
electronically. The University of Montana—Missoula (university) has a security plan that outlines 
potential risks, incompatible duties and profiles by module for the Banner system. The university’s 
internal control matrix documents the need for the security plan to be reviewed and updated annually, 
which includes a review of current users and their security profiles. The security plan was last updated 
in September 2015, and the last annual security review over access to Banner was performed in 
March 2015. During the audit we reviewed user access to tables that affect the financial activity and 
compliance with federal regulations over SFA activity and found inappropriate access to the system. 


Questioned Costs: No questioned costs identified. 
Context: We reviewed access to approximately 20 tables in Banner that effect the financial activity 
and compliance with federal regulations over SFA activity. We identified 4 individuals whose access 


allowed them to make changes or modify information in the system which was not necessary for their 
job responsibilities. The supervisors of these staff were unaware this access was given. 
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Effect: Although our audit did not identify any unauthorized transactions or inappropriate changes 
made by the individuals, in order to protect the system and data from unauthorized activity the 
university should review access in a timely manner. The controls in place at the university do not allow 
the staff to detect and prevent inappropriate access and modifications to Banner tables. 


Cause: University staff stated the manual process utilized for this review in past years was labor 
intensive and cumbersome. In calendar year 2017, an automated process was developed and final 
testing will be completed at the end of July 2017. Staff further stated the inappropriate access has been 
removed and there were no inappropriate changes made by these staff. 


Recommendation: We recommend the University of Montana-Missoula maintain internal controls, 
in accordance with federal regulations, to conduct annual security reviews in accordance with its 
internal control policy to ensure appropriate access is granted as documented in the security plan. 


Views of Responsible Officials and Corrective Action Plans: The university concurs with this 
recommendation. The UM-Missoula management determined that the manual process utilized for this 
review had become too labor intensive and cumbersome. In FY 17, personnel developed an automated 
process. A review of access and transactions made in Banner by the individuals in question provided 
reasonable assurance that no unauthorized transactions have occurred. For additional information 
regarding the university's planned corrective action see Corrective Action Plan starting on page D-1. 


State of Montana 
Schedule of Findings and Questioned Costs 
For the Two Fiscal Years Ended June 30, 2017 


Section III — Federal Award Findings and Questioned Costs 


Finding 2017-009: U.S. Department of Transportation 
CFDA #20.205, 20.219, Highway Planning and Construction Cluster 
Grant #NRT2015 and NRT 16 (001) 


Criteria: Federal regulation, 31 CFR 205.33, requires the Department of Fish, Wildlife & Parks 
(department) to use a draw technique designed to minimize the time between funds leaving the state 
treasury to pay subrecipients and the time funds are received from the federal government. 


Federal regulation, 2 CFR 200.303(a), requires the department to establish and maintain effective 
internal control over the federal award that provides reasonable assurance that the non-federal entity 
is managing the federal award in compliance with federal statutes, regulations, and the terms and 
conditions of the federal award. 


Condition: The department administers the Recreational Trails Program (RTP) for CFDA #20.219, 
which is funded from the Federal Highway Trust Fund and overseen by the Federal Highway 
Administration (FHWA). This program provides grants to subrecipients throughout the state to 
develop and maintain recreational trails and trail-related facilities. Subrecipients can include federal, 
tribal, state, county or city agencies, private associations and clubs. During the audit period, the 
department issued approximately $2.3 million in grants to 64 different subrecipients. The RTP is 
a reimbursement based program, which means subrecipients expend funds for projects outlined in 
grant agreements and then request reimbursement from the department. When a subrecipient requests 
reimbursement, department staff review and approve the reimbursement requests and then send the 
request to FHWA. Once the request is reviewed and approved by FH WA staff, the department records 
the expenditures on the state’s accounting system and pays the subrecipient. Once the department has 
reimbursed subrecipients, the state can then request reimbursement from the federal government for 
that amount. Prior to January 2017, department staff requested reimbursement from FH WA each time 
they reimbursed a subrecipient. Beginning in January 2017, department staff requested reimbursement 
from FHWA monthly, based on the expenditures for subrecipient reimbursements recorded in the 
previous month. The department records the revenue on the state’s accounting system at the time the 
request is made. The department does not consider the amount of cash on hand when calculating the 
amount of the federal reimbursement request. 
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Questioned Costs: No questioned costs identified. 


Context: We reviewed the department’s pattern of recording expenditures and revenues for the RTP 
to determine if it minimized the time between payments to subrecipients and reimbursements from 
the federal government. In our analysis, we considered the time between payments to subrecipients and 
reimbursements from the federal government to be minimized if the difference between expenditures 


and revenues recorded existed for no more than five days. The results of our analysis are summarized 
in Table 1 below: 


Table 1 
Recreational Trails Program Draw Analysis for the Two Fiscal Years Ended June 30, 2017 


Expenditures Exceeded Revenues Revenues Exceeded Expenditures 


RTP Fund RTP Fund 
Fiscal Range of Average Range of Average 


Year Days Cash Days Cash 
Balance Balance 


($75,405) 


Source: Compiled by the Legislative Audit Division from SABHRS records. 


Effect: The department is not in compliance with federal regulations. Additionally, without considering 
cash balances when determining draws, the potential exists that the department is drawing more 
funds than necessary. 


Cause: Department staff stated they use the expenditures that are processed to determine what needs 
to be drawn instead of the cash balance because they manage the cash balance by fund type, not 
individual funds during the year. 


Recommendation: We recommend the Department of Fish, Wildlife & Parks: 


A. Strengthen internal controls to ensure compliance with federal cash management 
requirements for the Recreational Trails Program, and 


B. Minimize the time between cash requests and distributions for the Recreational Trails 
Program as required by federal regulations. 


Views of Responsible Officials and Corrective Action Plans: The department concurs with these 
recommendations. For additional information regarding the department’s planned corrective action 
see Corrective Action Plan starting on page D-1. 


State of Montana 
Schedule of Findings and Questioned Costs 
For the Two Fiscal Years Ended June 30, 2017 


Section III — Federal Award Findings and Questioned Costs 


Finding 2017-010: | U.S. Department of Transportation 
CFDA #20.205, 20.219, Highway Planning and Construction Cluster 
Grant #NRT2015 and NRT 16 (001) 


Criteria: Federal regulation, 2 CFR 200.303, requires the Department of Fish, Wildlife & Parks 
(department) to establish and maintain effective internal control over the federal award that provides 
reasonable assurance that the non-federal entity is managing the federal award in compliance with 
federal statutes, regulations, and the terms and conditions of the federal award. 


Federal regulations, 2 CFR 25.110 and Appendix A, require the department to collect subrecipients’ 
Dun and Bradstreet Data Universal Numbering System (DUNS) number as part of its subaward 
application, or, if not, before the award. 


Federal regulation, 2 CFR 200.331(a)(1), requires the department to identify the Federal Award 
information to subrecipients at the time of the subaward. 


Federal regulations, 2 CFR 200.331(d) and (f) and OMB Circular A-133.400(d)(4)-(5), require the 


department to monitor subrecipients’ audits, including following up on all deficiencies. 


Federal regulations, 2 CFR 200.521 and OMB Circular A-133.405(a), require the department to issue 
management decisions for any deficiencies identified in subrecipients’ audit reports within six months. 


Federal regulation, 2 CFR 200.331(b), requires the department to evaluate each subrecipient’s risk of 
noncompliance to determine the appropriate level of monitoring. 


Condition: The department administers the Recreational Trails Program (RTP) for CFDA #20.219, 
which is funded from the Federal Highway Trust Fund and overseen by the Federal Highway 
Administration (FHWA). This program provides grants to subrecipients throughout the state to 
develop and maintain recreational trails and trail-related facilities. Subrecipients can include federal, 
tribal, state, county or city agencies, private associations and clubs. During the audit period, the 
department issued approximately $2.3 million in grants to 64 different subrecipients. The department 
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is considered a pass-through entity as it provides federal funds to a subrecipient to carry out part of a 
federal program and the individual entities receiving RTP grants to develop and maintain recreational 
trails and trail-related facilities are considered the subrecipients. We reviewed the department’s 
procedures to monitor subrecipients of RTP grants and identified several areas where the department 
did not meet its subrecipient monitoring responsibilities: 


¢ = Determining Subrecipient Eligibility: The department did not collect the DUNS number, or 
make sure the entity was registered in the System for Award Management, prior to awarding 
a project during calendar years 2016 and earlier. For projects awarded during calendar year 
2017, the department obtained the DUNS numbers as part of the contract signing process. 


¢ Award Identification: The department only provided the CFDA title to subrecipients for 
projects awarded during calendar years 2015 and earlier and for projects awarded during 
calendar years 2016 with contracts prepared and signed prior to September 2016. For 
projects awarded during calendar year 2016 with contracts prepared and signed beginning 
in September 2016 and for projects awarded during calendar year 2017, the department 
provided all of the specific award information to subrecipients using a standard contract 
cover form. 


¢ = Subrecipient Audits: The department does not have any controls in place to ensure 
subrecipients receive the required audit nor does it review the audit reports for subrecipients 
who do receive an audit. 


¢ Evaluate Risk: For projects awarded during calendar year 2016, the department did not assess 
the risk of noncompliance for each subrecipient. For projects awarded during calendar year 
2017, the department completed a subrecipient risk assessment to determine the extent of 
monitoring required before a contract was signed with each subrecipient. This risk assessment 
identifies each subrecipient as low, medium, or high risk. Per department staff, they will 
adjust the amount of monitoring each subrecipient receives based on the results of this risk 
assessment. We were unable to confirm whether the department adjusted the amount of 
monitoring based on the completed risk assessments as the projects awarded during calendar 
year 2017 had not reached the point where the department had completed monitoring 
during our audit. 


Questioned Costs: No questioned costs identified. 

Context: The department awarded 46 projects in calendar year 2016 and 54 projects in calendar 
year 2017 to various subrecipients. The department made payments of approximately $2.3 million to 
64 subrecipients during fiscal years 2016 and 2017. 

Effect: The department is not in compliance with federal regulations. 

Cause: Department staff stated there has historically not been enough staff to complete all of the 


federal subrecipient monitoring requirements for the RTP and they were not aware of all of the 


requirements. 


Recommendation: We recommend the Department of Fish, Wildlife & Parks: 


A. Implement internal controls to ensure compliance with federal subrecipient monitoring 
requirements, and 


B. Comply with federal subrecipient monitoring requirements for the Recreational Trails 
Program. 


Views of Responsible Officials and Corrective Action Plans: The department concurs with these 
recommendations. For additional information regarding the department’s planned corrective action 


see Corrective Action Plan starting on page D-1. 
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State of Montana 
Schedule of Findings and Questioned Costs 
For the Two Fiscal Years Ended June 30, 2017 


Section II] — Federal Award Findings and Questioned Costs 


Finding 2017-011: | U.S. Department of Homeland Security 
CFDA #97.042, Emergency Management Performance Grants 
Grant #EMW2013SS00064, EMW2015SS00005, 
EMW2014SS00019 


CFDA #97.047, Pre-Disaster Mitigation 
Grant #EMD-2014-PC-0001 


CFDA #97.067, Homeland Security Grant Program 
Grant #Various 


Criteria: Federal regulation, 2 CFR 200.303, requires the Department of Military Affairs (department) 
to establish and maintain effective internal control over the federal award that provides reasonable 
assurance that the non-federal entity is managing the federal award in compliance with statutes, 
regulations, and the terms and conditions of the federal award. 


Condition: The department internal control procedures do not ensure the costs it is approving for 
reimbursement are allowable per the agreement between the department and the subgrantees and the 
federal grant requirements. 


Questioned Costs: We question $12,213 and $34,956 in grant reimbursement costs charged to CFDA 
#97.042 in fiscal year 2015 and 2016 and $8,017 to CFDA #97.067 in fiscal year 2015. We estimate 
there are additional likely questioned costs to these grants as well as likely questioned costs in excess of 


$25,000 for CFDA #97.047 in fiscal years 2015 and 2016. 


Context: The department reimbursed $11.3 million to subgrantees in 2016. We determined the 
department's procedures did not ensure reimbursements were made only for allowable costs. We 
reviewed a sample, which was nota statistically valid sample, of 32 grant reimbursements and identified 
the following issues: 


¢ Four instances where there was no evidence of review of the reimbursement requests 
supporting documentation. 


¢ Five instances where the reimbursement amount was not supported by documents submitted 
to the department by the subgrantees. 


¢ One instance where the subgrantee’s expenditures were incurred outside the subgrant 
agreement period but were still reimbursed by the department. 


Effect: Because the department does not have adequate internal controls in place over the Disaster & 
Emergency Services Division grant reimbursement process, they are at increased risk of reimbursing 
subgrantees for unallowable costs. Known reimbursements made for unallowable costs are 
approximately $20,200 and $35,000 with a potential of up to $734,400 and $968,400 in fiscal years 
2015 and 2016, respectively. 


Cause: Department staff responsible for reviewing and approving reimbursement requests stated they 
were new to their positions during the audit period and because there are no written procedures for 
the grant reimbursement process, they independently developed their own processes for reviewing and 
approving the reimbursements. 


Recommendation: We recommend the Department of Military Affairs improve controls over the 
y 

grant reimbursement process in the Disaster & Emergency Services Division to ensure the expenditures 

are allowable under the grant awards. 


Views of Responsible Officials and Corrective Action Plans: The department concurs with the 
recommendation. For additional information regarding the department's planned corrective action see 
Corrective Action Plan starting on page D-1. 
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State of Montana 
Schedule of Findings and Questioned Costs 
For the Two Fiscal Years Ended June 30, 2017 


Section III — Federal Award Findings and Questioned Costs 


Finding 2017-012: U.S. Department of Housing and Urban Development 
CFDA #14.871, Housing Voucher Cluster 
Grant #Various 


Criteria: Federal regulation, 31 CFR 205, implements the Cash Management Improvement Act 
(CMIA). The CMIA requires the state to enter into agreements that prescribe specific methods of 
drawing down Federal funds, the details of which are included in the annual Treasury State Agreement 
(TSA) between the state and the Federal government. 


The TSA in effect for fiscal year 2016 requires the Department of Commerce (department) to disburse 
funds to landlords by Electronic Fund Transfer so that the settlement date is the first business day of 
the month. 


Condition: The department did not comply with the TSA during fiscal year 2016. 
Questioned Costs: No questioned costs identified. 


Context: We identified 54 instances, totaling $713,386, where individual payments to landlords were 
made at times other than the first business day of the month, which does not comply with the TSA 
for fiscal year 2016. We tested compliance for fiscal year 2017 and determined the department was 
in compliance in fiscal year 2017 because the TSA was modified to reflect the department’s business 
practices. 


Effect: The department is not in compliance with federal cash management requirements in fiscal year 
2016. 


Cause: The department did seek an amendment to the 2016 TSA, but was informed that state initiated 
amendments only occur at the end of every fiscal year. The department continued with its established 


business practices which rendered it noncompliant with federal cash management regulations in fiscal 
year 2016. 


Repeat Finding: This is a repeat finding, initially reported as finding 2015-020 in the Single Audit 
report for the two fiscal years ended June 30, 2015. 


Recommendation: We recommend the Department of Commerce continue to monitor its business 
practices and amend the Treasury State Agreement as needed to ensure compliance with federal cash 
management regulations for the Section 8 Housing Choice Vouchers program. 


Views of Responsible Officials and Corrective Action Plans: The department concurs. Department 
personnel contacted the Department of Administration as soon as they were aware of the noncompliance 
and were notified the TSA was amended once a year. The Department of Administration amended the 
TSA in June 2016. The department was not in compliance for fiscal year 2016 but was in compliance 
for fiscal year 2017. For additional information regarding the department’s planned corrective action 
see Corrective Action Plan starting on page D-1. 
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State of Montana 
Schedule of Findings and Questioned Costs 
For the Two Fiscal Years Ended June 30, 2017 


Section III — Federal Award Findings and Questioned Costs 


Finding 2017-013: | U.S. Department of Housing and Urban Development 
CFDA #14.871, Housing Voucher Cluster 
Grant #Various 


Criteria: Federal regulation, 2 CFR 200.317, requires the Department of Commerce (department) 
to follow the same policies and procedures used for non-federal funds when procuring property and 
services under a federal award. 


State law, §18-4-306, Montana Code Annotated, specifies that a contract may be awarded without 
competition if the department verifies in writing there is only one source for the service. 


Federal regulation, 2 CFR 200.303, requires the department establish and maintain effective 
internal control over the federal award that provides reasonable assurance that the non-federal entity 
is managing the federal award in compliance with federal statutes, regulations, and the terms and 
conditions of the federal award. 


Condition: The department contracts annually with eleven organizations to perform administrative 
field services for operation of the Section 8 Housing Choice Vouchers program (program) for CFDA 
#14.871. The department considers these contracts sole source procurements, but it does not have 
documentation supporting a sole source designation. 


Questioned Costs: We question $1,291,564 and $1,424,914 in procurement costs charged to CFDA 
#14.871 in federal fiscal years 2016 and 2017, respectively. 


Context: The department negotiated eleven contracts in each fiscal year 2016 and 2017, for a total 
of 22 contracts during the audit period. None of the contracts have justification for a sole source 
procurement. The total amounts awarded were approximately $1.85 million in each of the fiscal years 
2016 and 2017. 


Department personnel stated the Department of Administration had granted an exemption through 
the department's delegation agreement prior to 2007. The department no longer has the documentation 
for this exemption and has not documented a sole source justification since that time. 


Effect: The department is not in compliance with federal procurement regulations for fiscal years 2016 
and 2017, resulting in questioned costs. 


Cause: Department personnel stated the department has not documented a sole source justification or 
solicited competition for field agent services since 2007. 


Recommendation: We recommend the Department of Commerce implement internal controls to 
ensure sole source justification for its Section 8 Housing Choice Vouchers field service contracts is 
documented and approved in order to comply with federal procurement requirements. 


Views of Responsible Officials and Corrective Action Plans: The department concurs. In fiscal 
year 2018, the department completed the sole source requirement and is now in compliance. The 
department has implemented new internal controls to verify the sole source status upon renewal of 
the contracts. For additional information regarding the department’s planned corrective action see 
Corrective Action Plan starting on page D-1. 
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State of Montana 
Schedule of Findings and Questioned Costs 
For the Two Fiscal Years Ended June 30, 2017 


Section III — Federal Award Findings and Questioned Costs 


Finding 2017-014: — U.S. Department of Agriculture 
CFDA #10.557, Special Supplemental Nutrition Program for Women, Infants, 
and Children (WIC) 
Grant #2015TW 100643, 201616W1100643, 201717W 100643 


U.S. Department of Health and Human Services 

CFDA #93.558, TANF Cluster 
Grant #1302MTTANF, 1402MTTANF, 1502MTTANF, 
1601IMT TANF, 1702MTTANF 


CFDA #93.667, Social Services Block Grant 
Grant #G160IMTCWSS, G170IMTCWSS 


CFDA #93.767, Children’s Health Insurance Program (CHIP) 
Grant #1505M15021, 1605M15021, 1705MT5021, 1705MT0301 


CFDA #93.775, 93.777, 93.778, Medicaid Cluster 
Grant #1I50S5MT5MAP, 1505MT5ADM, 1505MTHITA, 
1605MTSMAP, 1605MTS5ADM, 1605MTHITA, 1705MTSMAP, 
1705MT5ADM, 1705MTHITA 


Criteria: Federal regulation, 2 CFR 200.303, states that the non-federal entity must establish and 
maintain effective internal control over the federal award that provides reasonable assurance that the 
non-federal entity is managing the federal award in compliance with federal statutes, regulations, and 
the terms and conditions of the federal award. 


Federal regulation, 2 CFR 200 Appendix VI, in part, requires the state public assistance agency to 
develop, document, and implement a public assistance cost allocation plan in accordance with federal 
regulations. 


Federal regulation, 2 CFR 200.416, in part, requires there to be a process whereby central service costs 
can be identified and assigned to benefitted activities on a reasonable and consistent basis. 


Condition: We identified the following exceptions to compliance with the cost allocation plan, some 
of which led to questioned costs: 
¢ — Expenses for the Business and Financial Services Division Administrator Indirect Cost Pool were 


allocated equally to four programs, including approximately $92,800 to Medicaid, while the 
cost allocation plan specified equal allocation to three programs, not including Medicaid. 


* Costs for the Communicable Disease Control Bureau Chief Indirect Cost Pool, the Disability 
Services Division Developmental Disability Formula IV Indirect Cost Pool (DD Formula IV), 
and the Chronic Disease and Health Promotions Bureau Chief Indirect Cost Pool are each 
being allocated as separate indirect cost pools, but none are listed as a separate cost pool in 
the cost allocation plan. The DD Formula IV cost pool allocated approximately $18,200 
to the Medicaid program and approximately $43,800 to the Social Services Block Grant 
program during the audit period. 


¢ The cost allocation plan includes, as an indirect cost pool, the Technology Services Division's 
Document Management System Indirect Cost Pool. While the description discusses the 
Children’s Health Insurance Program (CHIP) as a participant, the allocation methodology 
outlined in the plan does not include CHIP. The department allocated approximately $6,300 
to CHIP during the audit period. 


¢ The cost allocation plan lists the Senior Epidemiologist Direct Cost Pool, but the department 
treated this cost pool as an indirect pool and allocated approximately $5,000 monthly costs 
in this pool to 55 projects for the month tested. Individual monthly project allocations 
ranged from $7 to $565. 


* Costs for Business and Financial Services Division Cars Indirect Cost Pool were allocated based 
on the use of four cars maintained in Helena, while the cost allocation plan specifies costs 
associated with this pool be allocated based on county office vehicle mileage reports. 


Some of the allocation methods have been in use for a period of several years but those changes are not 
reflected in the cost allocation plan. 


Questioned Costs: We question $111,000 of costs for the Medicaid Cluster (CFDA #93.775, 93.777, 
93.778); $43,800 of costs for the SSBG program (CFDA #93.667); and $6,300 for the CHIP program 
(CFDA #93.767). Questioned costs are reported in total for fiscal years 2016 and 2017. 


Based on the number of discrepancies between the approved cost allocation plan and the department’s 
allocation of indirect costs, additional discrepancies not identified in our sample likely exist. In 
addition, these discrepancies could include additional unallowable costs and could potentially impact 
all programs administered by the department. 


Context: The current cost allocation plan includes over 100 indirect cost pools, each of which specify 
the costs included and the method for allocation to specific federal and state programs. Composition 
of each pool varies, but could include costs for salaries, fringe benefits, travel, and other operational 
costs. During the audit, we reviewed one month’s allocation methodology for 24 indirect cost pools, 
and compared the allocation to the cost allocation plan. The sampling plan was not statistically valid. 
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The cost allocation process is a recurring monthly cycle. If procedures to allocate costs are established 
in a manner inconsistent with the approved cost allocation plan, unauthorized allocation is likely 
to recur for the following periods. Additionally, as the department makes organizational changes, if 
the cost allocation plan is not also changed timely, the various programs are over- or under-allocated 
costs from which the programs are benefitting from. Without explicit permission from the federal 
government to make changes to allocation methodologies, the department should apply only those 
methodologies in its most recently approved cost allocation plan. 


Effect: The department is not in compliance with its federally approved cost allocation plan, resulting 
in questioned costs. 


Cause: The department indicated their normal process is to make incremental changes to the cost 
allocation plan. When waiting for the most recently submitted cost allocation plan to be approved, 
the department continues to make business process changes that could also change the allocation 
of indirect costs. The department says changes to cost allocation methodologies are tracked and 
submitted with the next version of the cost allocation plan. 


Department staff point to a variety of reasons for inconsistencies in applying the cost allocation plan 
requirements, including the complexity in the document and difficulty in keeping up with changes as 
the department staff responsibilities change. 


Recommendation: We recommend the Department of Public Health and Human Services: 


A. Review all cost pools to ensure department procedures align with cost allocation plan 
requirements specified in federal grant award letters, and 


B. Allocate costs as specified in the cost allocation plan, as required by federal regulations. 


Views of Responsible Officials and Corrective Action Plans: The department concurs with this 
recommendation. For additional information regarding the department's planned corrective action see 
Corrective Action Plan starting on page D-1. 


State of Montana 
Schedule of Findings and Questioned Costs 
For the Two Fiscal Years Ended June 30, 2017 


Section III — Federal Award Findings and Questioned Costs 


Finding 2017-015: — U.S. Department of Health and Human Services 
CFDA #93.558, TANF Cluster 
Grant #1302MTTANF, 1402MTTANF, 1502MTTANF, 
1601MT TANF, 1702MTTANF 


CFDA #93.568, Low Income Housing Energy Assistance Program 
Grant #14BIMTLIEA LIEA14, ISBMTLIEA LIEA15, 16BILIEA 
LIEA16, 17B1LIEA LIEA17 


CFDA #93.575 and 93.596, CCDF Cluster 
Grant#1401MTCCDF, 2015G999004, 2016G996004, 2016G996005, 
150IMTCCDF, 1601MTCCDEF, 1701IMTCCDEF, 2017G996005 


CFDA #93.658, Foster Care—Title IV-E 
Grant #1501MTFOST, 1601MTFOST, 1701IMTFOST 


CFDA #93.659, Adoption Assistance 
Grant #1I501MTADPT, 1601MTADPT, 170IMTADPT 


Criteria: Federal regulation, 2 CFR 200.303, states that the Department of Public Health and Human 
Services (department) entity must establish and maintain effective internal control over the federal 
award that provides reasonable assurance that the non-federal entity is managing the federal award in 
compliance with federal statutes, regulations, and the terms and conditions of the federal award. 


Federal regulation, 31 CFR 205, implements the Cash Management Improvement Act (CMIA). The 
CMIA provides requirements and procedures for the transfer of federal financial assistance from 
federal agencies to the states, and specifies the terms and conditions under which an interest liability 
would be incurred, the details of which are included in the annual Treasury State Agreement (TSA) 
between the state and the Federal government. 


For federal awards not included in the TSA, federal regulation 31 CFR 205.33 specifies a state must 
minimize the time between the drawdown of federal funds and their subsequent disbursement for 
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Federal program purposes. For these awards, department policy is to seek reimbursement when the 
department has incurred $20,000 in federal program costs, or at least quarterly. 


Condition: The department has not complied with federal requirements to minimize the time 
between incurring expenditures and receiving federal reimbursement funds, including adhering to 
the requirements of the TSA. For purposes of this recommendation, Federal programs included in 
the TSA were LIHEAP and TANF (CFDA #93.558), while Federal programs subject to department 
policy were the Child Care and Development Block Grant (CCDF), Foster Care, and Adoption. 


Specifically for the LIHEAP Federal award, the department used a four-day clearance pattern for 
warrants rather than the 5-day clearance pattern specified in the TSA. 


During the audit period, the department did not complete reconciliations of spreadsheets to the 
state’s accounting records. The spreadsheets are used to demonstrate compliance with the TSA for 
the LIHEAP or TANF programs. While a type of reconciliation was completed for TANF, it did not 
accomplish the purpose of the reconciliation. 


Questioned Costs: No questioned costs identified. 


Context: For the department's Federal programs included in the TSA, we sampled three cash draws 
from fiscal years 2016 and 2017, for a total of six cash draws per program. This was not a statistically 
valid sample. 


The department’s CCFD, Foster Care, and Adoption programs are subject to department policy for 
cash draws. For these programs, we performed a sample of non-T'SA cash draws to determine whether 
the program’s cash balance was considered, and whether the amount of the federal draw request was 
supported. We also analyzed daily cash balances for each of the programs and noted instances where 
federal draw requests resulted in excess cash on the state’s accounting records for a period of time. In 
addition, we identified instances where the cash balance in the federal program account was negative 
$20,000, but a reimbursement request was not executed by the department. For all instances where 
federal draws were not executed, we confirmed federal grant authority existed on the federal draw 
system indicating a timely cash draw could have occurred. The number of instances where the time 
between payment of expenditures and receipt of federal funds was not minimized for non-T'SA awards 
is summarized in the table below: 


ae) Excess Cash Draws Insufficient Cash Draws 


Instances of Highest 
Expenditures Amount of 
in Excess of Negative 
$20,000 with no Cash Within 
Cash Draw Range 


sri 


Range of Highest 
Days of Amount of 
Excess Excess Cash 

Cash Within Range 


$1082 


Range of 
Days of 
Negative 
Cash 


Instances 
Program of Excess 
Cash 


| 
ms 


CCDF $1,673,670 


Source: Compiled by the Legislative Audit Division from department records. 


$1,739,430 


For TSA awards, we also conducted reviews to determine whether the cash flow activity was properly 
recorded on spreadsheets provided by the Department of Administration to demonstrate statewide 
compliance with the TSA. For the LIHEAP program, we found most expenditure transactions 
were not recorded on the spreadsheets for the correct day. The department routinely recorded the 
expenditures on the day the revenue was received rather than when expenditures were incurred. 
Accurate completion of the spreadsheets is important because the spreadsheets are used to calculate 
whether the state or federal government is owed interest from their annual cash transactions. 


Effect: Inconsistent and inaccurate application of the department’s cash draw processes are evidence 
of a breakdown in internal controls for cash management. For non-T'SA awards, if the department is 
unwilling or unable to minimize the time between the drawdown and disbursement of federal funds, 
the Federal government may require the affected program be subject to the TSA. For TSA awards, ifa 
state repeatedly or deliberately fails to request funds in accordance with the procedures established for 
its funding techniques, the Federal government may deny the state payment or credit for the resulting 
Federal interest liability. 


Cause: Department staff point to several reasons for the inconsistent and inaccurate application of 
their cash draw processes, including issues related to staff turnover and vacant positions. According to 
the department, the division in charge of these cash flow processes has experienced significant turnover 
during the past two years, including two employee retirements and four voluntary employment 
terminations or changes. Other than two staff with 8 years of experience, the remaining five staff each 
have 1.5 or less years of experience with the division. 


Regarding TSA requirements for the LIEHAP Federal award, the staff were not aware of the 
requirements outlined in the TSA. 
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Recommendation: We recommend the Department of Public Health and Human Services: 


A. Establish procedures to ensure staff are properly cross-trained in order to execute cash 
reimbursement requests for its federal programs in a timely manner, as required by the 
Treasury State Agreement and federal regulations, 


B. Establish procedures to ensure staff are properly trained regarding the completion of Treasury 
State Agreement cash spreadsheets, and 


C. Comply with the Treasury State Agreement for the Low Income Home Energy Assistance 
Program, as required by federal regulations. 


Views of Responsible Officials and Corrective Action Plans: The department concurs with the 
recommendation. For additional information regarding the department's planned corrective action see 
Corrective Action Plan starting on page D-1. 


State of Montana 
Schedule of Findings and Questioned Costs 
For the Two Fiscal Years Ended June 30, 2017 


Section III — Federal Award Findings and Questioned Costs 


Finding 2017-016: — U.S. Department of Health and Human Services 
CFDA #93.775, 93.777, 93.778, Medicaid Cluster 
Grant #150S5MT5MAP, 1ISOSMT5ADM, I505MTHITA, 
1605MT5MAP, 1605MT5ADM, 1605MTHITA, 1705MT5MAP, 
1705MT5ADM, 1705MTHITA 


Criteria: Federal regulation, 2 CFR 200.303, requires the Department of Public Health and Human 
Services (department) to establish and maintain effective internal control over the federal award that 
provides reasonable assurance that the non-federal entity is managing the federal award in compliance 
with federal statutes, regulations, and the terms and conditions of the federal award. 


Federal regulation, 42 CFR 431.107, in part, requires the state Medicaid agency to have an agreement 
with each provider or organization furnishing services under the Medicaid state plan. As part of 
the agreement, the provider must disclose information about its ownership and control, business 


transactions, and persons convicted of crimes. 


Condition: The department could not readily produce Medicaid provider agreements when initially 
requested. Improvements are needed in the department’s internal controls to obtain agreements or 
disclosures required for providers or organizations furnishing Medicaid services. 


Questioned Costs: No questioned costs identified. 


Context: Using a statistically valid plan to determine whether the provider agreements existed 
and whether the required disclosures were included in the documents, a sample of twenty provider 
agreements were selected from a list of nearly 1,000 Medicaid providers. When support was requested 
in late June 2017, the department was not able to provide us with the agreements for twelve of the 
twenty Medicaid providers tested. In mid-August, we communicated these exceptions in writing, 
and in early October the department provided all but one of the Medicaid provider agreements. At 
that time, two other agreements did not contain the federally required disclosures. Just prior to the 
completion of the audit in October 2017, the final pieces of information were delivered. 


Effect: Because the department could not readily produce the provider agreements, it is possible that 
the information required does not exist for all providers. This means there is risk that providers are 
improperly receiving payment for services provided under the Medicaid program. 
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Cause: The department’s internal control procedures are not adequate to ensure that the provider 
agreements and required federal disclosures are maintained. 


Recommendation: We recommend the Department of Public Health and Human Services enhance 
internal controls to ensure provider agreements are obtained and include disclosures regarding 
ownership and control, business transactions, and persons convicted of crimes, as required by federal 
regulations. 


Views of Responsible Officials and Corrective Action Plans: The department concurs with the 
recommendation. The department stated that it will review and enhance internal controls to ensure 
compliance with federal regulations related to provider agreements and disclosures. For additional 
information regarding the department's planned corrective action see Corrective Action plan starting 
on page D-1. 
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For the Two Fiscal Years Ended June 30, 2017 


Section III — Federal Award Findings and Questioned Costs 


Finding 2017-017: U.S. Department of Health and Human Services 
CFDA #93.775, 93.777, 93.778, Medicaid Cluster 
Grant #150S5MT5MAP, 1ISOSMT5ADM, I505MTHITA, 
1605MT5MAP, 1605MT5ADM, 1605MTHITA, 1705MT5MAP, 
1705MT5ADM, 1705MTHITA 


Criteria: Federal regulations, 42 CFR 455.15 and 455.21, require the Department of Public Health 
and Human Services (department) to refer all cases of suspected provider fraud to Medicaid Fraud 
Control Unit (MFCU) if the findings of a preliminary investigation give the department reason to 
believe an incident of fraud or abuse by a Medicaid provider has occurred. 


Federal regulation, 42 CFR 455.23, states that the department must suspend all Medicaid payments to 
a provider after the department determines there is a credible allegation of fraud. 


The agreement between the department’s Surveillance Utilization Review Section (SURS) unit and 


MFCU specifies referrals to the MFCU be in writing. 


Condition: Cases of suspected fraud identified by SURS were not referred to the Medicaid Fraud 
Control Unit. 


Questioned Costs: No questioned costs identified. 


Context: When SURS identifies overpayments greater than $5,000, the case is discussed by the 
department’s Medicaid Review Committee. Overpayments could be due to either error or fraud. We 
obtained and reviewed the minutes of all Medicaid Review Committee meetings held during the audit 
period. Of the 37 cases discussed, 8 cases were questioned by meeting attendees for fraud and only 1 of 
these questioned cases was referred to MFCU. For the remaining cases that were questioned for fraud, 
the meeting minutes indicate they were not referred to MFCU because they determined there was no 
credible allegation of fraud. This is contrary to federal regulations which require referral to the MFCU 
when fraud is suspected. 
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There is a substantive difference between the threshold level of certainty or proof necessary to refer the 
suspected fraud to MFCU and a threshold for suspension of payments based on a determination of a 
credible allegation of fraud. 


Effect: The department did not comply with federal regulations. 


Cause: Department staff indicated the MFCU personnel participation in the Medicaid Review 
Committee meetings was verbal referral which met the federal requirements. However, there is no 
indication in the Medicaid Review Committee minutes that MFCU staff considered these discussions 
to be verbal referral. Rather, the August 2016 minutes specifically document MFCU staff saying 
referral was not taking place at this time. 


Recommendation: We recommend the Department of Public Health and Human Services refer 
all suspected cases of Medicaid fraud to the Medicaid Fraud Control Unit, as required by federal 
regulations. 


Views of Responsible Officials and Corrective Action Plans: The department concurs with this 
recommendation. For additional information regarding the department's planned corrective action see 
Corrective Action Plan starting on page D-1. 


State of Montana 
Schedule of Findings and Questioned Costs 
For the Two Fiscal Years Ended June 30, 2017 


Section III — Federal Award Findings and Questioned Costs 


Finding 2017-018: — U.S. Department of Health and Human Services 
CFDA #93.775, 93.777, 93.7778, Medicaid Cluster 
Grant #150S5MT5MAP, ISOSMT5ADM, I505MTHITA, 
1605MT5MAP, 1605MT5ADM, 1605MTHITA, 1705MT5MAP, 
1705MT5ADM, 1705MTHITA 


Criteria: Federal regulation, 2 CFR 200.303, states that the Department of Public Health and 
Human Services (department) must establish and maintain effective internal control over the federal 
award that provides reasonable assurance that the non-federal entity is managing the federal award in 
compliance with federal statutes, regulations, and the terms and conditions of the federal award. 


Condition: The department does not have adequate controls to ensure amounts reported for Medicaid 
are complete and accurate. 


Questioned Costs: No questioned costs identified. 


Context: We reviewed four of eight CMS-64 reports submitted for the Medicaid program during the 
audit period. Of these four reports, two were submitted timely, but were later resubmitted at a much 
later date due to significant errors identified by the federal government in their review. This was not a 
statistically valid sample. Errors in the CMS-64 are summarized in the following table: 


Quarterly patly Tien, Original Submission Corrected Submission 


December 2015 


Federal Share $262,580,380 $234,792,059 $27,788,321 


Effect: If the data submitted in the CMS-64 reports is not reliable, the department risks noncompliance 


with federal regulations. 
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Cause: During the time that these reports were submitted, there was turnover in the staff responsible 
for the completion and submission. Additionally, complex modifications to standard department 
procedures used to compile expenditure data were necessary to implement reporting requirements for 


the Affordable Care Act population. 


Repeat Finding: This is a repeat finding, initially reported as finding 2015-008 in the Single Audit 
report for the two fiscal years ended June 30, 2015. 


Recommendation: We recommend the Department of Public Health and Human Services document 
internal control procedures to ensure accuracy of CMS-64 reporting for Medicaid. 


Views of Responsible Officials and Corrective Action Plans: The department concurs with this 
recommendation. For additional information regarding the department's planned corrective action see 
Corrective Action plan starting on page D-1. 


State of Montana 
Schedule of Findings and Questioned Costs 
For the Two Fiscal Years Ended June 30, 2017 


Section III — Federal Award Findings and Questioned Costs 


Finding 2017-019: — U.S. Department of Health and Human Services 
CFDA #93.775, 93.777, 93.778, Medicaid Cluster 
Grant #IS50SMT5MAP, 1605MTSMAP, 1705MT5MAP, 
I505MT5ADM, 1605MT5ADM, 1705MT5ADM, 1505MTHITA, 
1605MTHITA, 1705MTHITA 


Criteria: Federal regulation, 2 CFR 200.303, states that the Department of Public Health and 
Human Services (department) must establish and maintain effective internal control over the federal 
award that provides reasonable assurance that the non-federal entity is managing the federal award in 
compliance with federal statutes, regulations, and the terms and conditions of the federal award. 


Federal regulation, 45 CFR 95.621(f)(3), in part, requires the department review the Automated Data 
Processing (ADP) system security of installations involved in administration of U.S. Department 
of Health and Human Services (HHS) programs on a biennial basis, including, at a minimum, an 
evaluation of physical and data security operating procedures and personnel practices. 


Condition: A biennial review of Automated Data Processing (ADP) systems used to administer 
Medicaid and other federal programs was not completed, as required by Federal regulations. 


Questioned Costs: No questioned costs identified. 


Context: The department implemented a more formalized risk assessment process and identified 
over 100 ADP systems in use. Approximately 70 of those systems contain electronic public health 


information. 


From the department's list of 70 completed ADP system reviews, we selected seven for testing. This 
was not a statistically valid sample. We found documentation was missing or incomplete for six of the 
reviews. Without documentation to confirm each element of the review was conducted, department 
staff were unable to demonstrate those portions of the ADP review were completed. In addition, we 
identified at least five systems used in the administration of HHS programs that did not receive an 
ADP review during the biennium. 
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Effect: The department did not comply with federal regulations. Additionally, the lack of review puts 
the department at risk of making inappropriate eligibility determinations or benefit calculations for a 
variety of federal programs. 


Cause: Due to limited staff resources, department staff represented they focused on the 70 ADP 
systems which contain electronic public health information. 


Repeat Finding: This is a repeat finding, initially reported as finding 2015-012 in the Single Audit 
report for the two fiscal years ended June 30, 2015. We consider the recommendation to be partially 
implemented. 


Recommendation: We recommend the Department of Public Health and Human Services: 


A. Modify internal controls to ensure documentation supporting Automated Data Processing 
reviews contains all necessary information, and 


B. Comply with federal regulations by completing biennial reviews of all Automated Data 
Processing systems used in administering programs on behalf of the federal Department of 
Health and Human Services. 


Views of Responsible Officials and Corrective Action Plans: The department concurs with this 
recommendation. For additional information regarding the department's planned corrective action see 
Corrective Action Plan starting on page D-1. 


State of Montana 
Schedule of Findings and Questioned Costs 
For the Two Fiscal Years Ended June 30, 2017 


Section III — Federal Award Findings and Questioned Costs 


Finding 2017-020: U.S. Department of Agriculture 
CFDA #10.557, Special Supplemental Nutrition Program for Women, Infants, 
and Children (WIC) 
Grant #201515W100643, 201616W1100643, 201717W 100643 


Criteria: According to the WIC state plan, voided program benefits will be rejected by the WIC bank. 
Federal regulation, 7 CFR 246.3, requires the state to follow its WIC state plan. 


Federal regulation, 7 CFR 246.12(k)(1), requires, in part, the Department of Public Health and 
Human Services (department) design and implement a system to review food instruments and cash 
vouchers submitted by vendors for redemption to ensure compliance and to detect questionable food 
instruments, suspected vendor overcharges, and other errors. 


Federal regulation, 7 CFR 246.12(q), in part, requires the department to account for the disposition of 
all food instruments and cash-value vouchers as either issued or voided. 


Federal regulation, 2 CFR 200.303, requires the department to establish and maintain effective 
internal control over the federal award that provides reasonable assurance that the non-federal entity 
is managing the federal award in compliance with federal statutes, regulations, and the terms and 
conditions of the federal award. 


Condition: During the audit, we obtained a listing of all food instruments and cash-value vouchers 
(food instruments) issued between July 1, 2015, and April 10, 2017. We analyzed the data and 
identified 731 voided benefits not rejected by the WIC bank, totaling approximately $20,000. Of 
these, over 500 food instruments were voided 8 days or more prior to being cashed. Assuming a steady 
rate of occurrence for the audit period, we project total voided, yet subsequently redeemed, benefits at 
approximately $22,800 during the period under audit. 


Questioned Costs: We question approximately $22,800 in costs charged to CFDA #10.557 for the 
period of July 1, 2015 through April 10, 2017. 
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Context: The analysis we conducted was a comparison of the date voided and the date the food 
instrument was cashed. Our procedures included the entire population of food instruments issued 
between July 1, 2015 and April 10, 2017. 


Effect: The department is not in compliance with federal regulations. 
Cause: Program staff indicate they do not review WIC benefit data for these types of issues. 


Recommendation: We recommend the Department of Public Health and Human Services: 


A. Develop internal controls to ensure voided benefits for the Special Supplemental Nutrition 
Program for Women, Infants, and Children are not subsequently paid by the WIC bank, as 
required by the state plan and federal regulations. 


B. Reimburse the WIC bank only for valid food instruments, as required by federal regulations. 


Views of Responsible Officials and Corrective Action Plans: The department concurs with this 
recommendation. For additional information regarding the department's planned corrective action see 
Corrective Action plan starting on page D-1. 


State of Montana 
Schedule of Findings and Questioned Costs 
For the Two Fiscal Years Ended June 30, 2017 


Section III — Federal Award Findings and Questioned Costs 


Finding 2017-021: U.S. Department of Agriculture 
CFDA #10.557, Special Supplemental Nutrition Program for Women, 
Infants, and Children (WIC) 
Grant #201515W100643, 201616W 1100643, 201717W 100643 


Criteria: Federal regulation, 2 CFR 200.303, states that the Department of Public Health and 
Human Services (department) must establish and maintain effective internal control over the federal 
award that provides reasonable assurance that the non-federal entity is managing the federal award in 
compliance with federal statutes, regulations, and the terms and conditions of the federal award. 


Federal regulation, 7 CFR 246.12(q), requires the department to account for the disposition of all food 
instruments and cash-value vouchers as either issued or voided, and as either redeemed or unredeemed. 
Further classification of redeemed food instruments and cash-value vouchers as validly issued, lost, 
stolen, expired, duplicate, or not matching valid enrollment and issuance records is also required. 


Condition: The program does not determine and account for the ultimate disposition of WIC benefits. 
Questioned Costs: No questioned costs identified. 


Context: We analyzed all WIC food instruments and cash-value vouchers issued between July 1, 2015, 
and April 10, 2017. Lack of classification of the ultimate disposition of WIC benefits is a systemic issue 
for this time period. 


Identifying the ultimate disposition of WIC benefits helps ensure that complete and accurate data is 
being reported, and also provides a mechanism to aid the department in identifying inappropriate 
or fraudulent benefit payments. Complete identification of food instrument disposition would also 
allow the department to identify patterns in the data, such as repeated requests for duplicate food 
instruments, which could be an indicator of fraudulent benefit payments. 


Effect: The department is not in compliance with federal regulations. In addition, without procedures 


in place to identify and review the ultimate disposition of all food instruments, there is an increased 
risk that inappropriate or fraudulent benefit payments will not be detected by department staff. Also, 
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the department may be liable to the federal government for any claims against them for not accounting 
for the disposition of all redeemed food instruments. 


Cause: Department staff were either unaware of the disposition classification requirements or 
determined the information would not be useful for program monitoring purposes because the 
expiration date would render the food instrument unredeemable. The department also pointed to 
limitations of their information system which is used to track food instruments, including the fact that 
the system does not have a field where status is recorded. WIC program personnel indicated the new 
electronic benefit transaction system, implemented September 2017, will change how redemption data 
is accounted for. 


Recommendation: We recommend the Department of Public Health and Human Services: 


A. Develop internal controls to account for the disposition of all food instruments and 
cash-value vouchers as required by federal regulations. 


B. Account for the disposition of food instruments and cash-value vouchers as either issued or 
voided, redeemed or unredeemed, including applicable subclassifications, in accordance with 
federal regulations. 


Views of Responsible Officials and Corrective Action Plans: The department concurs with this 
recommendation. For additional information regarding the department's planned corrective action see 
Corrective Action Plan starting on page D-1. 


State of Montana 
Schedule of Findings and Questioned Costs 
For the Two Fiscal Years Ended June 30, 2017 


Section III — Federal Award Findings and Questioned Costs 


Finding 2017-022: U.S. Department of Health and Human Services 
CFDA #93.575, 93.596, CCDF Cluster 
Grant #1401MTCCDF, 2015G999004, 1501MTCCDE, 
2016G996005, 2016G999004, 1601IMTCCDE, 2017G996005, 
1701MTCCDF 


Criteria: Federal regulation, 2 CFR 200.303, states that the Department of Public Health and 
Human Services (department) must establish and maintain effective internal control over the federal 
award that provides reasonable assurance that the non-federal entity is managing the federal award in 
compliance with federal statutes, regulations, and the terms and conditions of the federal award. 


Federal regulation, 45 CFR 98.60(i) requires the department to recover child care payments that are 
the result of fraud. 


Condition: During the audit period, CCDF staff identified a total of eight overpayments ranging 
from $131 to $2,292 resulting from fraud. The department did not follow their policy and did not seek 
recovery for all fraudulent child care overpayments identified. 


Questioned Costs: We question $2,669 and $3,741 in program costs charged to CFDA #93.575 and 
#93.596 in state fiscal year 2016 and 2017, respectively. 


Context: We considered the entire population of overpayments identified by the department. Of the 
eight overpayments identified by the department, we noted four instances where recovery was not 


sought. 

Effect: The department is not in compliance with federal regulations. 

Cause: Program personnel indicated their policy is to report all overpayments to the Business and 
Financial Services Division (BFSD). BFSD in turn applies its accounts receivable procedures to obtain 


repayment from the client. For the instances where recovery was not sought, the information was not 
reported to BFSD as required by department policy. 


NESE 


C-75 


C-76 


| Montana Legislative Audit Division Legislative Audit Division 


Recommendation: We recommend the Department of Public Health and Human Services comply 
with federal regulations by: 
A. Developing internal control procedures to ensure coordination between program and 


Business and Financial Services Division staffs for recovering Child Care Development 
Fund overpayments resulting from fraud, and 


B. Seek timely recovery for all identified fraudulent child care overpayments as required by 
federal regulations. 


Views of Responsible Officials and Corrective Action Plans: The department concurs with this 
recommendation. For additional information regarding the department's planned corrective action see 
Corrective Action Plan starting on page D-1. 
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State of Montana 
Schedule of Findings and Questioned Costs 
For the Two Fiscal Years Ended June 30, 2017 


Section III — Federal Award Findings and Questioned Costs 


Finding 2017-023: U.S. Department of Health and Human Services 
CFDA #93.558, TANF Cluster 
Grant #1302MTTANF, 1402MTTANF, 1502MTTANF, 
1601MT TANF, 1702MTTANF 


Criteria: Federal regulation, 45 CFR 205.56, requires the Department of Public Health and Human 
Services (department) use the information obtained under federal regulation, 45 CFR 205.55, in 
conjunction with other information, for determining individuals’ eligibility for assistance under the 
State plan and determining the amount of assistance. In addition, the state agency must review and 
compare the information obtained from each data exchange against information contained in the case 
record to determine whether it affects the eligibility or assistance amount determinations. 


Condition: The department obtains the required Internal Revenue Service (IRS) information through 
a download twice per year. However, the information is not subsequently used by the department in 
evaluating eligibility and assistance amounts. 


Questioned Costs: No questioned costs identified. 


Context: Current procedures are to download the IRS information onto a laptop computer which is 
then locked in a file cabinet until the information is destroyed without any review of the information. 


During the audit period, the department disbursed over $50 million in federal funds to the Temporary 
Assistance for Needy Families (TANF) recipients. 


Effect: The department’s failure to review and use the IRS income information resulted in 
noncompliance with federal regulations and increases the risk that improper eligibility assessments, as 
well as improper levels of assistance, occurred during fiscal years 2016 and 2017. 


Cause: Department staff indicate the IRS informed them they were required to download the 
information but did not need to further utilize it. However, the TANF program is governed by the 
federal Administration for Children & Families, a division of the federal Health and Human Services 
agency, whose rules do require use of the IRS data. In addition, the department cited staff shortages as 
a reason they chose to follow the IRS advice. 
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Recommendation: We recommend the Department of Public Health and Human Services comply 
with federal regulations for the Temporary Assistance for Needy Families program by comparing 
income information obtained from the Internal Revenue Service to information contained in individual 


case records in order to determine the effect, if any, on individuals’ eligibility or amount of assistance. 


Views of Responsible Officials and Corrective Action Plans: The department concurs with this 
recommendation. For additional information regarding the department's planned corrective action see 
Corrective Action plan starting on page D-1. 


State of Montana 
Schedule of Findings and Questioned Costs 
For the Two Fiscal Years Ended June 30, 2017 


Section III — Federal Award Findings and Questioned Costs 


Finding 2017-024: — U.S. Department of Health and Human Services 
CFDA #93.558, TANF Cluster 
Grant #1302MTTANF, 1402MTTANF, 1502MTTANF, 
1601MT TANF, 1702MTTANF 


Criteria: Federal regulation, 2 CFR 200.317, requires the state to follow the same policies and 
procedures used for non-Federal funds when procuring property and services under a federal award. 


Federal regulation, 2 CFR 75.329, further specifies the type of procurement methods the state must 
follow for its public welfare programs. 


Federal regulation, 2 CFR 200.88, requires a competitive process for all procurements in excess of 


$150,000. 


The department is delegated certain purchasing authority from the Department of Administration’s 
Procurement Bureau. Under the delegation agreement, the department may use the following 
purchasing methods: 


¢ Small Purchases — for total contract value of $5,000 or less, the department may choose a 
purchasing technique that best meets its needs. 


¢ — Limited Solicitations — for total contract value between $5,001 and $25,000, the department 
must obtain and document prices from a minimum of three viable sources. 


¢ Formal Competition — for total contract value between $25,001 and $200,000, the 
department must use either an invitation for bid or request for proposal process. 


¢ — Sole Source — for total contract value up to $200,000, the department determines whether a 
purchase qualifies as sole source. 


Condition: As allowed by federal regulations, the department can use a portion of TANF funds to pay 
costs associated with children in Foster Care. During the audit period, the department did not follow 
federal regulations and state procurement policies when incurring approximately $2.7 million in total 
costs from all funding sources for nonmedical services for the Foster Care program. We reviewed the 
service code documentation for the three vendors, and determined the services were for one-on-one 
supervision of youth, chemical dependency evaluations, urine analyses, and support services for a 
child in placement for the Foster Care program. Although there is a statutory exception for services 
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from health care providers, the costs incurred do not fall under the exception because the services are 
not provided by health care providers. 


Questioned Costs: We identified unallowable federal costs for services without a contract totaling 
approximately $274,300 for CFDA #93.558. However, for all 91 vendors paid without an underlying 
agreement, total expenses incurred by CFDA #93.558 were approximately $640,900. Total questioned 
costs for CFDA #93.558 could be as high as $640,900 if other vendors were compensated for services 
for which there is not an exclusion under state law. 


Context: During the audit, department staff disclosed they had identified approximately $2.7 million 
in payments from its Child and Family Services Division to 91 vendors without underlying service 
contracts. These costs were paid from the treasury using both state and federal funds. We requested 
and reviewed the information for the three top paid vendors which were individually paid between 


$187,000 and $505,000 during fiscal year 2017. 


Effect: By not following applicable procurement procedures, payments to these vendors are not an 


allowable use of federal TANF funds. 


Cause: Department staff are uncertain why these vendors were used to provide services without 
following the state’s procurement laws and policies. 


Recommendation: We recommend the Department of Public Health and Human Services comply 
with state law and federal regulations by following state procurement policies to obtain services for the 
Temporary Assistance for Needy Families and Foster Care programs. 


Views of Responsible Officials and Corrective Action Plans: The department does not concur 
with the recommendation as they believe the services in question are exempt from procurement 
requirements based on state statute. For additional information regarding the department’s planned 
corrective action see Corrective Action plan starting on page D-1. 


Rebuttal for Views of Responsible Officials: The department’s views do not contain any information 
not already considered during the audit. As such, we maintain our position as reported. 


State of Montana 
Schedule of Findings and Questioned Costs 
For the Two Fiscal Years Ended June 30, 2017 


Section III — Federal Award Findings and Questioned Costs 


Finding 2017-025: U.S. Department of Education 
CFDA #84.126, Rehabilitation Services — Vocational Rehabilitation Grants to 
States 
Grant #FFY15-H126A150038, FFY16-H126A160038, 
FFY17-H126A170038 


Criteria: Federal regulations, 2 CFR 200.403, specifies in order to be allowable, costs must be 
necessary and reasonable for the performance of the Federal award. 


Federal regulations, 2 CFR 200.404, specifies costs to federal programs are reasonable if they do not 
exceed that which would be incurred by a prudent person under the circumstances prevailing at the 
time the decision was made to incur the cost. 


Condition: In July 2017, two department staff were placed on paid administrative leave while the 
department conducted an investigation of the Vocational Rehabilitation program. From July to 
mid-October 2017, approximately $58,270 in wages for these employees were charged to the federal 
Vocational Rehabilitation program because no changes were made to how the employees’ payroll was 
processed. As of mid-October, there has been no change in employee status recorded in the state’s 
accounting system, and the employees continue to be paid partially with federal funds. 


Questioned Costs: We question an estimated $58,270 in payments made for two employees placed 
on administrative leave charged to CFDA #84.126 in state fiscal year 2018 through October 2017. 
Questioned costs will continue to accumulate until salaries for these staff are no longer charged to the 
program. 


Context: Department administration believe the Vocational Rehabilitation program was mismanaged 
because the department continued to record approximately $4.6 million in expenditures in the federal 
special revenue fund when no further federal funds were available. By the end of fiscal year 2017, the 
department identified alternative funding authority and moved the $4.6 million to the General Fund; 
this did not include the questioned costs identified above for fiscal year 2018. 
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There is no benefit to the Vocational Rehabilitation program for the staff who are on paid administrative 
leave because the department is paying other staff, effective July 2017, to administer the program. As 
such, we do not consider long-term administrative leave to be necessary for the program. 


Effect: The costs associated with staff on administrative leave are not an allowable use of federal funds, 
resulting in questioned costs. 


Cause: Department staff believe these administrative costs are a normal and reasonable charge, which 
the department says is a standard and regular occurrence for the agency. 


Recommendation: We recommend the Department of Public Health and Human Services 
discontinue using federal Vocational Rehabilitation funds to pay the cost of wages associated with staff 
placed on administrative leave. 


Views of Responsible Officials and Corrective Action Plans: The department does not concur 
with this recommendation. The department believes administrative leave is a normal and reasonable 
charge, and is a cost effective alternative to more complicated administrative processes that would also 
be charged to the federal program. For additional information regarding the department’s planned 
corrective action see Corrective Action plan starting on page D-1. 


Rebuttal of Views of Responsible Officials: The department’s views do not contain any information 
not already considered during the audit. As such, we maintain our position as reported. 


State of Montana 
Schedule of Findings and Questioned Costs 
For the Two Fiscal Years Ended June 30, 2017 


Section III — Federal Award Findings and Questioned Costs 


Finding 2017-026: U.S. Department of Health and Human Services 
CFDA #93.268, Immunization Cooperative Agreements 
Grant #NH23IP000755-05-02 (formerly 5H231P000755-03) 


Criteria: Federal regulation, 2 CFR 200.403(b) states, in part, except where otherwise authorized by 
statute, costs must conform to any limitations or exclusions set forth in the federal award. 


‘The grant award letter for the Immunization Cooperative Agreements (Immunization) award for the 
period April 2017 to June 2018 specifies indirect costs for the Immunization program are limited to 


$9,049. 


Condition: Although program staff have been working to obtain modifications to the grant award 
letter, as of June 2017 authority for indirect costs remained limited. Between April and June 2017, as 
part of the regular cost allocation process, the department recorded $76,011 in indirect costs to this 


Immunization grant. 


Questioned Costs: We question $66,962 in unallowable indirect costs charged to CFDA #93.268 
between April 1, 2017, and June 30, 2017. 


Context: Indirect costs are specifically limited in each the original and updated Immunization award 
for the period April 2017 to June 2018. Immunization award letters for previous years contained 
language allowing participation in the department's cost allocation process. 


Effect: The department is not in compliance with federal grant award limitations for federal indirect 
costs as of June 2017, resulting in questioned costs. Although our audit only identified the limitation 
for the Immunization program, without specifically considering individual grant award letter content 
the department risks charging unallowable costs to all federal awards it administers. 


Cause: After the initial award notification was received, the department began negotiations for higher 
indirect costs for the Immunization grant. As of the end of fiscal year 2017, the department had 
not successfully negotiated for indirect costs. While documented cost allocation procedures include 
monthly consideration of the newly identified limitations in individual grant award letters, the 


NESE) 


C-83 


C-84 | Montana Legislative Audit Division Legislative Audit Division 


limitation specified in the Immunization grant award letter was not put into place as part of the April, 
May, or June allocation processes. 


Recommendation: We recommend the Department of Public Health and Human Services allocate 
costs as specified in the cost allocation plan and federal grant award letter restrictions, as required by 
federal regulations. 


Views of Responsible Officials and Corrective Action Plans: The department concurs with this 
recommendation. For additional information regarding the department's planned corrective action see 
Corrective Action Plan starting on page D-1. 


State of Montana 
Schedule of Findings and Questioned Costs 
For the Two Fiscal Years Ended June 30, 2017 


Section III — Federal Award Findings and Questioned Costs 


Finding 2017-027: U.S. Department of Transportation 
CFDA #20.205, 20.219 Highway Planning and Construction Cluster 
Grant #Not Applicable 


Criteria: Federal law, 23 USC 112(1), requires construction for each project under CFDA #20.205 be 
performed by contract awarded by competitive bidding. 


Federal regulations, 23 CFR 635.109, requires standard contract language be incorporated into each 
construction contract related to significant changes in the character of work, and contains standard 
contract language defining a significant change as occurring when one or more of the following 
circumstances occurs: 


¢ When the character of work differs materially in kind or nature from that involved or 
included in the original proposed construction; or 


¢ When a major item of work, as defined in the contract, is increased or decreased in excess of 
25 percent of the one original quantity in the contract. 


The Montana Department of Transportation’s (department) Standard Specification for Road and 
Bridge Work (spec book), Section 104.02.3, defines a significant change as occurring when one or 
more of the following circumstances occurs: 


¢ When the character of work differs materially in kind or nature from that involved or 
included in the original proposed construction; or 


¢ When a major item of work, defined as an item of work comprising at least 5 percent of 
the initial bid on the contract, is increased or decreased in excess of 25 percent of the one 
original quantity in the contract; or 


¢ When an item of work, not defined as a major, has a quantity change in excess of 50 percent. 
Condition: The department’s mechanism to amend a construction contract is to enter into a change 
order with the contractor. The department did not issue contract change orders in accordance with 


requirements in the spec book and federal regulations. 


Questioned Costs: We question $900,000 of direct, and associated indirect, costs inappropriately 
charged to CFDA #20.205 in state fiscal years 2016 and 2017. 
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Context: As part of our audit, we planned to perform a statistically valid sample of 30 projects from 
the 286 projects closed during the audit period, to determine whether the total quantities of items 
paid to the contractor were consistent with the contract and any associated change orders, based on 
the requirements in the spec book. While testing the third item in the sample, we identified a quantity 
change in excess of 50 percent for a non-major item of work, with no corresponding contract change 
order. 


Through our follow-up on this sample item, we discovered the department’s practices for issuing 
change orders were inconsistent with the spec book. Instead of completing the sample, we performed 
alternative procedures to quantify the impact of these inconsistencies. Through this work, we identified 
two types of situations in which change orders required under the spec book were not issued. 


¢ Changes in Quantities for Major Items of Work 


‘The department uses its project management system, SiteManager, to track the quantity of 
bid items paid to contractors. Consistent with federal regulations and the spec book, the 
department has programmed SiteManager to require a change order when a major item of 
work has a quantity change in excess of 25 percent. During the audit period, department 
staff overrode this change order requirement in SiteManager for 16 projects. 


¢ Changes in Quantities for Non-Major Items of Work 


The department has programmed SiteManager to require change orders for non-major 
items of work only after quantity changes exceed 999 percent. This is inconsistent with 
the spec book, which defines changes in excess of 50 percent as significant for these items. 
Additionally, during the audit period, department staff overrode SiteManager change order 
requirements for 12 projects with quantity overruns in excess of 999 percent for non-major 
items of work. 


For these projects, the department did not document changes and additional costs through a formal 
change order, and paid the contractors for the quantity overruns. Because these costs were incurred 
without an amendment to the contract, they are considered unallowable uses of federal funds. 
Approximately half of the question costs outlined above were attributed to one project. 


Effect: The costs paid without a change order were inappropriately charged to the federal program, 
resulting in questioned costs. The department may have an obligation to repay the Federal Highway 
Administration for these costs. 


Cause: Documentation on file indicates staff overrode the change order requirements in SiteManager 
for most of the projects we reviewed because either: 1) the incremental quantity overruns in excess of 
what would require a change order were small; or 2) the cost to negotiate a bid item price reduction, 
which would have allowed the department to pay the actual quantities used within the original 
contract amount, would have exceeded the potential cost savings from negotiating a lower price on the 
bid item. However, federal regulations requiring contract adjustments do not establish exceptions for 
these types of situations. 


Additionally, department management indicated they do not believe all quantity changes in excess of 
25% for major items and 50% for non-major items result in an actual significant change in the kind 
or nature of the work being performed on a project. In cases where management does not believe a 
significant change in the kind or nature of work being performed has actually occurred as a result of 
a change in quantity, they do not obtain change orders. This is inconsistent with the spec book and 
federal regulations, which define a significant change within the context of either changes in quantities 
of goods used or changes in the kind or nature of work being performed. 


Recommendation: We recommend the Montana Department of Transportation: 


A. Issue contract amendments for changes in contract quantities that are considered significant, 
as required by department policy and federal regulations governing the Highway Planning 
and Construction Program, and 


B. Analyze the current definition of significant change in the Standard Specifications for Road 
and Bridgework, as it relates to non-major items of work, and if considered appropriate, 
request approval from the Federal Highways Administration to modify the definition to 
more closely mirror federal regulations and department business practices. 


Views of Responsible Officials and Corrective Action Plans: The department partially concurs 
with this recommendation. The department management interpret the federal regulations and spec 
book as a two-step process, where the first step is identifying if a significant change in quantities 
has occurred and the second step is determining whether significant changes in quantities cause a 
significant change in the character of work. For additional information regarding the department's 
planned corrective action see Corrective Action Plan starting on page D-1. 


Rebuttal of Views of Responsible Officials: As indicated in the finding, the department's two-step 
process is inconsistent with federal regulations and the spec book. ‘The requirements of those regulations 
and department policy, as described in the finding, are accurate. We maintain our position as reported. 
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Section III — Federal Award Findings and Questioned Costs 


Finding 2017-028: U.S. Department of Transportation 
CFDA #20.205, 20.219 Highway Planning and Construction Cluster 
Grant #Not Applicable 


Criteria: Federal regulations, 2 CFR 200.303(a), require the Montana Department of Transportation 
(department) establish and maintain effective internal control over the federal award that provides 
reasonable assurance that the non-federal entity is managing the federal award in compliance with 
federal statutes, regulations, and the terms and conditions of the federal award. 


Federal law, 40 USC 3142, requires contractors and subcontractors to pay prevailing wages to laborers 
and mechanics for work completed under federally-funded contracts in excess of $2,000. 


Federal regulation, 29 CFR 5.5, establishes contract language requiring contractors to submit payrolls 
to the department, along with a statement of compliance that all laborers and mechanics employed on 
the contract during the payroll period have been paid not less than the applicable wage rates for the 
classification of work performed, as specified in the applicable wage determination incorporated into 
the contract. 


Federal regulation, 29 CFR 5.6, prohibits payment to contractors unless there is on file with the 
contracting agency, a certification by the contractor stating the contractor and its subcontractors have 


complied with the provisions of 29 CFR 5.5. 


Condition: The department has assigned the responsibility for obtaining and reviewing certified 
payrolls to the Engineering Project Manager in the district who is responsible for the project. Staff in 
Helena also complete a final audit of the payrolls received in the district, in order to verify prevailing 
wages were paid to the contractor’s or subcontractor’s employees. These procedures did not ensure all 
certified payrolls were received for construction projects active during the audit period. 


Questioned Costs: No questioned costs were identified. 


Context: As part of our audit, we planned to perform a statistically valid sample of 30 projects 
from the 210 projects with active construction during the audit period, to determine whether the 


department received the required certified weekly payrolls. After testing four projects in the sample, 
we identified two projects in different districts for which not all certified payrolls were obtained. 
Department staff in both Helena and the districts were unaware of the missing certified payrolls, and 
indicated the payrolls were likely overlooked because of the large size of the projects. The missing 
certified payrolls for these projects constitute noncompliance with federal regulations, and indicate 
the department’s process to ensure all certified payrolls are remitted is not working as intended. The 
department has many active construction projects each year, and project managers may be assigned to 
multiple, concurrently-running projects at once. Given this, we believe there are likely other instances 
of noncompliance, and we did not test the remaining projects in our sample. 


Effect: The department is not in compliance with federal regulations requiring the receipt of certified 
payrolls prior to issuing payments to contractors. There is also risk the department will not identify, 
through its final payroll audit or other monitoring procedures, instances where contractors or 
subcontractors do not pay their employees prevailing wages. 


Cause: Department staff indicated they believe the contractor is ultimately responsible for ensuring all 
certified payrolls are submitted. The department is responsible for contract management and ensuring 
compliance with federal regulations, and as such, should have a process in place designed to ensure all 
payrolls are remitted. 


Recommendation: We recommend the Montana Department of Transportation: 


A. Enhance internal controls to ensure the department receives all required certified payrolls, 
and 


B. Comply with requirements governing the Highway Planning and Construction Program 
by obtaining certified weekly payrolls from contractors and subcontractors for all active 
construction projects. 


Views of Responsible Officials and Corrective Action Plans: The department concurs with this 
recommendation. For additional information regarding the department's planned corrective action see 
Corrective Action Plan starting on page D-1. 
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Section III — Federal Award Findings and Questioned Costs 


Finding 2017-029: U.S. Department of Transportation 
CFDA #20.205, 20.219 Highway Planning and Construction Cluster 
Grant #Not Applicable 


Criteria: Federal regulations, 2 CFR 200.441, 421, and 467, consider costs incurred for fines, penalties, 
damages, and other settlements, as well as costs for advertising and public relations and selling and 
marketing, to be unallowed costs that are not eligible for federal reimbursement. 


Condition: The Montana Department of Transportation (department) included unallowed costs in 
the calculation of the fiscal year 2016 federal indirect cost rate, resulting in over collection of indirect 
costs for CFDA #20.205. 


Questioned Costs: We question approximately $143,000 in indirect costs collected for CFDA 
#20.205 in state fiscal year 2016. 


Context: Annually, the department negotiates an indirect cost rate with the Federal Highway 
Administration. The negotiated rate is applied to every dollar of direct Highway Planning and 
Construction Program expenditures incurred, and the department is federally reimbursed for these 
costs. The department calculates its indirect cost rate by dividing total indirect costs by direct program 
costs for the department as a whole. 


The department included expenditures for separation allowances, settlement costs, and promotional 
aides, in its calculation of the indirect cost rate for fiscal year 2016. We consider these types of costs 
to fall under the exclusions in 2 CFR 200.441, 421, and 467. Because these costs were inappropriately 
included in the rate calculation, the resulting indirect cost rate was 0.04 percent higher than it should 
have been. Under this higher rate, the department charged approximately $143,000 more in indirect 
costs to the Highway Planning and Construction Program than should have been charged. 


We reviewed the rate calculation for fiscal year 2017 as part of the audit, and noted no ineligible costs 
included in the calculation. Additionally, department staff noted the rate calculation process includes 


a step to account for over or under collections from prior years, so the error in the 2016 rate will 


selfcorrect in future years. 
Effect: The department is not in compliance with federal requirements, resulting in questioned costs. 


Cause: Department staff indicated the expenditures for these ineligible activities were inadvertently 
overlooked during the calculation process, and noted procedures were updated to identify and exclude 


these types of expenditures in future rate calculations. 


Recommendation: We recommend the Montana Department of Transportation comply with federal 
regulations by including only allowable costs in its indirect cost rate calculation. 


Views of Responsible Officials and Corrective Action Plans: The department concurs with this 
recommendation. For additional information regarding the department's planned corrective action see 


Corrective Action Plan starting on page D-1. 
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Section III — Federal Award Findings and Questioned Costs 


Finding 2017-030: U.S. Department of Transportation 
CFDA #20.509, Formula Grants for Rural Areas 
Grant #MT-18-X064, MT-2017-002 


Criteria: Federal law, 49 USC 5311(b)(4), requires the Department of Transportation (department) 
to submit an annual report containing information on capital investment, operations, and services 
provided with funds received under section 5311, including total annual revenue, sources of revenue, 
total annual operating costs, total annual capital costs, fleet size and type, fleet related facilities, revenue 
vehicle miles, and ridership. 


Federal regulations, 2 CFR 200.303(a), require the department establish and maintain effective 
internal control over federal awards that provide reasonable assurance that the department is managing 
the federal award in compliance with federal statues, regulations, and the terms and conditions of the 
federal award. 


Condition: The department’s internal controls did not ensure accurate federal reporting of recipient 
financial information for the Formula Grants for Rural Areas (5311) program. We identified three 
instances of inaccurate reporting during the audit period. 


Questioned Costs: No questioned costs were identified. 


Context: The department is responsible for submitting the annual report, via the National Transit 
Database (NTD) to the Federal Transit Administration (FTA) on behalf of the state and its subrecipients. 
Several line items of the NTD report contain critical information the FTA uses in administering the 
5311 Program, including: total annual operating expenses, local operating assistance, annual capital 
costs, and vehicle trips. 


Approximately 39 subrecipients received 5311 Program funds through the department each fiscal year. 
As part of our audit, we reviewed the amounts the department reported in NTD for 5311 Program 
activity, for critical line items for eight subrecipients, to determine whether the information submitted 
was complete and accurate. This is not a statistically valid sample. Our review covered the reporting 
completed during our audit period, which included financial data for fiscal years 2015 and 2016. 


Of the eight subrecipients reviewed, we identified one subrecipient for which the department could 
not support the amount of reported annual capital costs. We expanded our testing, to review annual 
capital costs reported for three additional subrecipients, and identified two additional errors in reported 
amounts. See below for more information. 

¢ — Subrecipient 1 — The subrecipient had capital costs approximating $92,000 for 5311 Program- 


funded vehicles delivered in fiscal year 2015. The department was unable to provide evidence 
that these capital costs were reported through NTD. 


¢ Subrecipient 2 — The subrecipient had capital costs approximating $78,000 for 5311 
Program-funded vehicles delivered in fiscal year 2016 that were not reported through NTD. 
Additionally, the department incorrectly reported approximately $142,000 of capital costs 
incurred for vehicles purchased with non-5311 Program FTA funds as 5311 Program capital 
costs for fiscal year 2016. 


¢ — Subrecipient 3 — The department incorrectly reported approximately $111,000 of capital 
costs incurred for vehicles purchased with non-5311 Program FTA funds as 5311 Program 
capital costs for fiscal year 2016. 


Effect: The department reported incorrect data. 


Cause: Department staff stated fiscal year 2015 was the first year in which NTD reporting was done 
electronically, and noted the department and FTA both had issues in implementing the new electronic 
reporting system. Staff further explained training over the submission of NTD reports is not regularly 
available, and NTD reporting guidance from the FTA changed frequently during the audit period. 
While the department faced these challenges, it is still obligated to report accurate and complete data. 


Recommendation: We recommend the Montana Department of Transportation: 


A. Implement internal controls to ensure the completeness and accuracy of information 
submitted to the National Transit Database for the Formula Grants for Rural Areas program, 
and 


B. Comply with federal regulations by reporting complete and accurate data for the Formula 
Grants for Rural Areas program in the National Transit Database report. 


Views of Responsible Officials and Corrective Action Plans: The department concurs with this 
recommendation. For additional information regarding the department's planned corrective action see 
Corrective Action Plan starting on page D-1. 
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Section III — Federal Award Findings and Questioned Costs 


Finding 2017-031: — U.S. Department of Transportation 
CFDA #20.509, Formula Grants for Rural Areas 
Grant #MT-18-X064, MT-2017-002 


Criteria: Federal regulations, 2 CFR 200.303(a), require the Department of Transportation 
(department) to establish and maintain effective internal control over federal awards that provide 
reasonable assurance that the department is managing the federal awards in compliance with federal 
statues, regulations, and the terms and conditions of the federal awards. 


Condition: The department’s internal controls should be enhanced to ensure transit vehicles are 
procured from eligible manufacturers. The department’s vehicle procurement process does not 
include a step to determine whether the manufacturer of the vehicles it purchases are transit vehicle 
manufacturers (ITVMs) subject to U.S. Department of Transportation (DOT) Disadvantaged 
Business Enterprises (DBE) federal regulations. Additionally, the procurement process is not designed 
to confirm a TVM has been approved by the Federal Transit Administration (FTA), when the DBE 
regulations are applicable to the purchase. 


Questioned Costs: No questioned costs were identified. 


Context: Through the Formula Grants for Rural Areas (5311) Program, the department provides 
qualified organizations with grant funding for capital purchases, such as vehicles to be used in 
providing transit services to the organizations’ clientele. The department purchases vehicles on behalf 
of grant recipients. During the audit period, the department issued and purchased 5311 Program- 
funded vehicles through six invitations for bids, for a total of 22 vehicles. The department purchased 
some of the vehicles directly from a factory dealership, while others were purchased by a third-party 
dealership in the transit industry. 


Effect: Without effective internal controls over compliance, there is risk the department will purchase 
vehicles from ineligible manufactures. While we did not question any vehicle purchases during the 
audit period, federal regulations provide the FTA with authority to pursue formal enforcement action 


or impose sanctions against the department for failure to comply with DBE requirements. For this 
reason, department verification of compliance is important. 


Cause: Department staff indicated they rely on the knowledge and industry expertise of the staff 
at the non-factory dealership from which the vehicles are purchased, to know whether the DBE 
requirements are applicable and if so, whether the TVM is in compliance with those requirements. The 
department obtains a compliance certification from the dealership, which department staff consider 
to be a sufficient internal control. This certification is required under federal regulations, but is not 
sufficient to verify the applicability of DBE requirements and the TVM’s compliance with them. 


Recommendation: We recommend the Montana Department of Transportation enhance internal 
controls over compliance with transit vehicle procurement regulations by: 


A. Determining whether the manufacturers of the vehicles it purchases are subject to 
Disadvantaged Business Enterprises federal requirements. 


B. Confirming the vehicle manufacturers have been approved by the Federal Transit 
Administration, if applicable. 


Views of Responsible Officials and Corrective Action Plans: The department concurs with this 
recommendation. For additional information regarding the department’s planned corrective action see 
Corrective Action Plan starting on page D-1. 
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OFFICE OF THE GOVERNOR 


BUDGET AND PROGRAM PLANNING 
STATE OF MONTANA 


CAPITOL BUILDING - P.O. Box 200802 
HELENA, MONTANA 59620-0802 


STEVE BULLOCK 
GOVERNOR 


March 21, 2018 
RECEIVE!” 
4 
Mr. Angus Maciver MAR 2 2% 2018 
oe te LEGISLATIVE AUDIT DIV. 


Legislative Audit Division 
Room 160, State Capitol 
Helena MT 59620-1705 


Re: Corrective Action Plan 
Montana Single Audit Report #16-02 
For the Two Fiscal Years Ended June 30, 2017 


Dear Mr. Maciver: 


In accordance with Uniform Guidance requirements, the state of Montana is responsible for follow-up and 
corrective action on all audit findings identified in the Montana Single Audit Report. As part of this 
responsibility, the state is required to prepare a corrective action plan to address each financial or federal 
audit finding included in this report. The Office of Budget and Program Planning compiles this information 
on behalf of the state and oversees the implementation status of these audit findings. 


Attached is the State of Montana’s Corrective Action Plan for the two fiscal years ended June 30, 2017. 
This summary document, which was prepared by each agency or university with a finding in this report, 
provides the name of the contact person responsible for the corrective action, the corrective action planned, 
and the anticipated completion date. As you can see from the attached summary, the corrective actions for 
most of the findings identified have either been already completed or will be finalized within the next few 
months. The exception is those findings requiring legislation or related to agency review processes that are 
updated on an annual basis. 


Sincerely, 


OPO 


Dan Villa 
Budget Director 


cc: Sonia Powell, Single Audit Coordinator 


TELEPHONE: (406) 444-3616 FAX: (406) 444.4670 
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OFFICE OF THE GOVERNOR 


BUDGET AND PROGRAM PLANNING 
STATE OF MONTANA 


Capito BuiLDING - P.O. Box 200802 
HELENA, MONTANA 59620-0802 


STEVE BULLOCK 
GOVERNOR 


March 21, 2018 


Mr. Angus Maciver MAR 2 2 2018 
Legislative Auditor ue AUDIT DIV. 
Legislative Audit Division LEGISLATIVE AUDI 


Room 160, State Capitol 
Helena MT 59620-1705 


Re: Summary Schedule of Prior Audit Findings 
Montana Single Audit Report #16-02 
For the Two Fiscal Years Ended June 30, 2017 


Dear Mr. Maciver: 


In accordance with Uniform Guidance requirements, the state of Montana is responsible for follow-up 
and corrective action on all audit findings identified in the Montana Single Audit Report. As part of 
this responsibility, the state is required to prepare a summary schedule reporting the status of all audit 
findings included in the prior audit’s schedule of findings and questioned costs relative to federal 
awards. The Office of Budget and Program Planning compiles this information on behalf of the state 
and oversees the implementation status of these audit findings. 


Attached is the State of Montana’s Summary Schedule of Prior Audit Findings for the two fiscal years 
ended June 30, 2017. This summary identifies the implementation status of all prior audit findings, 
except for those findings that have been fully corrected, are no longer valid, or do not warrant further 
action on the part of the state. 

Sincerely, 


ODE AER 


Dan Villa 
Budget Director 


cc: Sonia Powell, Single Audit Coordinator 


TELEPHONE: (406) 444-3616 FAX: (406) 444-4670 
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